C  I.Z-.£a7 


THE  UNITED  STATES 

ROLE  IN 
EAST-WEST  TRADE 

Problems  and  Prospects 


^T°f^ 


& 


*r4TCS  Of  *" 


U.S.  DEPARTMENT  OF  COMMERCE 


Digitized  by  the  Internet  Archive 

in  2012  with  funding  from 

LYRASIS  Members  and  Sloan  Foundation 


http://archive.org/details/unitedstatesroleOOunit 


THE  UNITED  STATES 

ROLE  IN 
EAST-WEST  TRADE 

Problems  and  Prospects 


An  Assessment  by 

Rogers  Morton, 

Secretary  of  Commerce 


August  1975 


U.S.  DEPARTMENT  OF  COMMERCE 


For  sale  by  the 

Superintendent  of  Documents,  U.S.  Government  Printing  Office,  Washington,  D.C.,  20402. 

Price  $2.15 


In  the  first  part  of  this  decade,  the  United  States 
began  to  work  actively  toward  the  expansion  of  trade 
relations  with  the  Soviet  Union,  the  People's  Republic 
of  China  and  the  countries  of  Eastern  Europe.   Signif- 
icant progress  has  been  made.   However,  the  methods — 
and  even  the  wisdom — of  implementing  this  policy  of 
trade  expansion  remain  at  issue  in  many  quarters. 

The  Trade  Act  of  1974  conditioned  further  normaliza- 
tion of  commercial  relations  with  the  socialist 
countries  on  their  emigration  policies.   This  has 
impeded  the  expansion  of  our  East-West  trade,  and, 
moreover,  this  legislation  has  been  unsuccessful  in 
achieving  its  humanitarian  objectives.   President  Ford 
has  made  clear  his  position  that  remedial  legislation 
is  urgently  needed  in  our  national  interest. 

There  are  misconceptions  and  misunderstandings  concern- 
ing East-West  trade  and  the  U.S.  role  in  that  trade. 
However,  I  believe  that  a  careful  examination  of  the 
issues  will  lead  to  a  judgment  supporting  continued 
efforts  to  normalize  and  expand  our  trading  relations 
with  the  socialist  world. 

In  an  effort  to  contribute  to  further  public  dialogue 
and  a  better  understanding  of  this  area,  the  Department 
of  Commerce  has  prepared  this  assessment  of  "The  U.S. 
Role  in  East-West  Trade:   Problems  and  Prospects."   The 
basic  text  and  its  appendices  attempt  to  define  many  of 
the  issues  and  to  provide  supporting  data  in  a  compre- 
hensive fashion. 

It  is  my  hope  that  this  mid-decade  assessment  will  aid 
in  examination  and  resolution  of  the  crucial  issues  in 
our  East-West  trade. 


Rogers  Morton 
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INTRODUCTION 

I  would  like  to  begin  this  assessment  by  clarifying 
the  term  "East-West  Trade."   My  observation  is  that, 
'to  many  individuals  it  means  trade  between  the  U.S. 
and  the  Soviet  Union. 

In  fact,  East-West  Trade  is  a  multi-billion  dollar 
exchange  of  goods  and  services  between  more  than  a 
dozen  industrialized  Western  nations  and  nearly  a 
dozen  centrally  planned  socialist  economies  in  Asia 
and  Eastern  Europe. 1/   Twelve  years  ago,  in  1963, 
the  two-way  volume  of  this  trade  was  small  --  only 
about  $7.3  billion.   However,  at  a  197  4  total  of 
about  $43.5  billion  it  is  now  about  six  times  the 
1963  level,  with  prospects  for  continued  rapid  growth. 

For  many  years,  the  U.S.  role  in  East-West  trade 
was  negligible.   It  is  only  in  the  last  few  years 
that  we  have  begun  to  have  some  involvement,  al- 
though even  now  the  U.S.  role  is  small.   Our  transi- 
tion from  a  passive  to  a  more  active  role  in  East- 
West  trade  has  been  controversial  and  today,  the  fu- 
ture role  of  the  U.S.  in  East-West  trade  is  a  subject 
of  national  importance  and  interest. 


1/  As  used  in  this  assessment  the  Eastern  countries 
in  East-West  trade  are  Bulgaria,  Czechoslovakia, 
German  Democratic  Republic,  Hungary,  Poland, 
Romania,  U.S.S.R.,  Mongolia,  People's  Republic 
of  China  and  Albania. 

The  Industrialized  Western  nations  are:   Canada, 
United  States,  Japan,  Austria,  Belgium-Luxembourq 
Denmark,  France,  Germany,  Italy,  Netherlands, 
Norway,  Sweden,  Switzerland,  United  Kingdom. 


Reflecting  cold  war  tensions,  commercial  contact 
between  the  U.S.  and  the  socialist  countries  was 
minimal  during  the  decades  of  the  50 's  and  60 's. 
A  shift  of  U.S.  policy  began  in  1969,  when  Congress 
replaced  the  Export  Control  Act  of  1949  with  the 
Export  Administration  Act  of  1969,  which,  while  con- 
tinuing some  controls  for  security  reasons,  added  a 
policy  statement  encouraging  trade  with  countries 
with  whom  we  have  diplomatic  or  trading  relations . 
Thus  ended  a  long  period  of  U.S.  aloofness  to  trade 
with  the  socialist  countries.   There  followed  in 
19  71  an  ending  of  the  U.S.  trade  embargo  of  the 
PRC  and  in  1972,  a  Presidential  visit  to  the  People's 
Republic  of  China.   In  1972  the  President  visited 
the  Soviet  Union,  and  the  following  year  the  Soviet 
General  Secretary,  Leonid  Brezhnev,  returned  the 
visit.   Also  in  the  early  1970' s  the  President  and 
Congress  moved  to  liberalize  further  export  controls 
and  to  make  available  Export-Import  Bank  financing 
for  the  Soviet  Union,  Poland,  and  Romania. 

As  a  result  of  these  and  other  Presidential  and 
Congressional  actions,  U.S.  exports  to  the  East  rose 
spectacularly , mainly  by  reason  of  a  few  large  grain 
sales.   The  newspapers  were  filled  with  accounts 
of  enormous  prospective  transactions  by  large  U.S. 
corporations.   To  some  it  looked  like  smooth  sailing 
ahead  in  the  renewal  and  expansion  of  U.S.  commercial 
relations  with  the  East.   But  our  active  role  in  the 
trade  was  so  new  that  we  misjudged  the  speed  and  ease 
of  its  future  growth. 

The  euphoria  of  the  early  7  0's  ended  with  the  debate 
over  the  Trade  Act  of  1974  and,  in  January  of  this 
year,  with  the  Soviet  announcement  that  it  could  not 
bring  into  force  the  1972  U.S .-U.S.S .R.  Trade  Agreement. 
Prospects  for  increased  trade  with  the  Soviets  and  East 
Europeans,  once  seemingly  so  bright,  began  to  dim. 
Now  there  is  danger  that  the  pendulum  of  attitudes  will 
swing  from  euphoria  to  disillusionment.   There  are 
signs  that  some  U.S.  firms,  confused  by  their  percep- 
tion of  U.S.  Government  attitudes  and  policies,  and 
now  more  cognizant  of  the  problems  of  doing  business 
with  centrally  planned  economies,  are  having  second 
thoughts  about  moving  aggressively  into  socialist 
country  markets. 


A  more  detailed  tracing  of  the  history  of  the  growth 
of  East-West  trade  and  the  changing  role  of  the 
United  States  is  set  forth  in  Appendix  A  to  this 
statement.   Taking  an  overview,  however,  it  seems  to 
me  that,  in  the  rapid  movement  of  events  of  the  last 
few  years ,  we  may  have  lost  perspective  in  our  view 
of  East-West  trade.   I  submit  that,  having  rushed  from 
hostility  and  indifference  in  the  1950's  and  60's 
to  euphoria  in  the  early  1970 's,  we  must  be  careful 
now  in  the  mid-1970's  not  to  rush  to  disillusionment. 

It  is  most  important  that  we  understand  that  East-West 
trade  —  in  its  true  sense,  involving  all  socialist 
and  Industrialized  Western  nations  --  is  going  to 
continue  to  grow  with  or  without  U.S.  involvement. 
We  can  influence,  but  not  control,  its  content 
and  its  volume.   East-West  trade  is  going  to  be 
a  significant  factor  in  world  commerce.   While 
the  U.S.  role  in  this  trade  has  been  small,  it  has 
been  controversial  in  this  country.   Unless  this 
controversy  and  the  policies  that  grew  out  of  it  can 
be  resolved,  our  role  will  probably  become  even 
smaller  and  very  significant  trading  opportunities 
and  markets  for  U.S.  goods  may  be  lost. 

The  potential  economic  and  political  effects  of  the 
policy  choices  we  will  make  in  the  immediate  future 
are  so  great  that  they  deserve  the  most  careful 
appraisal.   In  this  assessment  I  hope  to  contribute 
to  that  appraisal. 

Part  II  will  briefly  analyze  the  potential  of  Eastern 
markets  and  our  penetration  of  these  markets  vis-a-vis 
our  Western  competitors. 

In  Part  III,  I  will  discuss  the  major  issues  that  must 
be  resolved  to  facilitate  a  fuller  U.S.  participation 
in  East-West  trade. 

I  have  also  included  several  appendices  which  provide 
more  detailed  information  on  the  subjects  treated. 


II.   THE  POTENTIAL  FOR  EAST-WEST  TRADE  19  75-19  80 

A.   Recent  Trade  Volumes 

An  assessment  of  the  prospects  for  East-West  Trade 
and  the  U.S.  role  in  that  trade  should  begin  with  a 
brief  look  at  recent  trade  volumes  and  an  analysis 
of  the  current  U.S.  position. 

As  noted  earlier,  East-West  trade  has  risen  spectac- 
ularly in  recent  years.   In  1960,  total  East-West 
trade  turnover  was  only  $5.9  billion.   By  19  70  trade 
between  the  East  and  the  Industrialized  West  had 
grown  to  $16.1  billion,  an  increase  of  nearly  200 
percent.   Three  years  later,  in  19  73,  volume  had  grown 
to  $30.8  billion,  and  1974  volume  increased  33.9 
percent  over  1973  to  $43.5  billion. 

There  is  every  indication  that  the  Soviet  Union  and 
the  other  socialist  countries  of  Eastern  Europe  and 
the  PRC  have  decided  to  expand  trade  with  the  outside 
world  as  a  means  to  modernize  their  industrial  pro- 
duction and  to  increase  the  living  standards  of  their 
people.   Advance  indications  are  that  19  75  trade  with 
the  West  will  jump  markedly  over  19  74  and  that  the 
new  five-year  plans,  covering  the  1976-1980  period, 
will  continue  the  emphasis  on  an  enlarged  role  for 
foreign  trade.   Thus,  there  is  every  reason  to  believe 
that  East-West  commerce  will  continue  to  expand  in 
19  75  and  into  the  years  beyond. 

Our  own  U.S.  role  in  East-West  trade  has  been  small, 
though  a  few  large  grain  sales  may  have  given  it  a 
different  image  in  the  public's  mind.   U.S.  trade  with 
the  East  for  recent  years  is  summarized  in  Table  1. 

While  U.S.  exports  to  the  East  reached  nearly  $2.5 
billion  in  19  73,  the  major  portion  of  our  sales  to 
the  socialist  countries  have  been  agricultural  goods. 
For  the  1972-74  period,  agricultural  commodities 
accounted  for  nearly  74  percent  of  our  total  exports 
to  the  socialist  group  as  a  whole.   Total  East-West 
trade  and  the  U.S.  role  are  graphically  portrayed  in 
Chart  1.   Chart  2  illustrates  the  agricultural  vs. 
nonagricultural  composition  of  U.S.  exports  in  recent 
years. 


TABLE  1 

U.S.  TRADE  WITH  SOCIALIST  COUNTRIES 

EXPORTS 
Millions  of  U.S.  $ 


COUNTRY 


Total 
1971 


Total 
1972 


1973 


Jan-Jun 
1975 


Albania 
Bulgaria 
Czechoslovakia 
German  Dem.  Rep. 
Hungary- 
Poland 
Romania 




0.2 

0.2 

0.5 

0.6 

4.4 

3.2 

6.5 

22.0 

20.3 

37.9 

48.9 

71.9 

48.6 

27.4 

24.9 

14.8 

28.0 

20.9 

5.1 

27.7 

22.4 

32.8 

56.2 

52.1 

73.1 

111.5 

349.3 

394.6 

252.7 

52.4 

66.7 

116.5 

277.1 

121.8 

Total  East  Europe 

220.4 

267 

7 

605 

2 

819 

9 

480 

0 

USSR 

PRC 

MPR 

160.5 

483 
60 

6 
2 

1 

r187 

689 

Z 

1 

1 

611 
820 

Z 

9 

5 

525 

147 

Z 

2 

5 

Total  Socialist 
Countries 

380.9 

811 

5 

2 

r481 

4 

2 

,252 

3 

1 

,152 

7 

GENERAL  IMPORTS 
Millions  of  U.S.  $ 


1971 


1972 


1973 


1974 


Jan-Jun 
1975 


Albania 

0.3 

0.5 

0.5 

0.5 

1.7 

Bulgaria 

2.6 

2.9 

4.5 

8.4 

19.2 

Czechoslovakia 

23.6 

28.0 

35.2 

45.6 

17.0 

German  Dem.Rep. 

10.1 

10.3 

10.5 

14.1 

5.0 

Hungary 

7.8 

12.8 

16.4 

75.4 

20.9 

Poland 

107.2 

139.2 

181.9 

265.9 

124.3 

Romania 

13.8 

31.5 

55.7 

130.5 

35.9 

Total  East  Europe 

165 

4 

225 

2 

304 

7 

540 

4 

224 

0 

USSR 

PRC 

MPR 

56 
4 
0 

8 
9 
6 

95 

32 

0 

4 
3 
9 

214 
64 

1 

6 
0 

8 

349 

114 

1 

5 

7 
5 

133 

73 

0 

8 
0 

7 

Total  Socialist 
Countries 

227 

7 

353 

8 

585 

1 

1 

r006 

1 

431 

5 

Trade  Balance 

153 

2 

457 

7 

+  1 

r896 

3 

+  1 

r246 

2 

+  721 

2 

Trade  Turnover 

608 

6 

1,16-9 

9 

3 

,066 

5 

3 

,258 

4 

1,584 

.2 

CHART  1 


EAST-WEST  TRADE 


Billions  of  Dollars 


1971  1972 

Source:    United  Nation's  data 


1973 


1974 


CHART  2 

U.S.  EXPORTS  TO  U.S.S.R., 
PRC  AND  EASTERN  EUROPE 


Billions  of  U.S.  Dollars 


3.0 

_J  Agricultural  Exports 

2.5 

|  Non-Agricultural  Exports 

2.48 
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2.25 

2.0 
1.5 

- 

1.0 

0.88 

0.77 

- 

.5 

0.51 

0.38 

0.19 

0.17 

0 

1971  1972  1973  1974 

Source:    U.S.  Census  Bureau  data;  USDA  agricultural,    non-agricultural  definitions 


A  dollar's  worth  of  agricultural  exports  has  the 
same  balance  of  trade  benefits  as  a  dollar  derived 
from  a  manufactured  goods  sale  and  has  beneficial 
employment  effects  as  well.   We  expect  that 
there  will  continue  to  be  substantial  agricultural 
sales  in  the  future,  an  expectation  reinforced  by 
recent  Soviet  purchases  of  U.S.  grain.   While  the 
total  value  of  these  sales  is  large,  they  nevertheless 
account  for  only  a  small  portion  of  either  total 
production  or  total  U.S.  exports  of  the  items  concerned. 
For  example,  by  the  end  of  July,  19  75,  Soviet  buyers 
had  contracted  for  delivery  of  16  5  million  bushels  of 
wheat  and  185  million  bushels  of  corn.   These  wheat 
sales  represent  less  than  8  percent  of  total  estimated 
1975  U.S.  production,  the  corn  sales  about  3  percent 
of  expected  production.   Viewed  another  way,  these  sales 
to  the  U.S.S.R.  represent  only  about  12  percent  of  our 
total  1974  exports  to  the  world  of  wheat  and  about 
14  percent  of  our  corn  exports,  and  should  represent 
about  the  same  portion  of  our  19  75  exports.   The  fact 
that  these  grain  sales,  at  market  prices  and  without 
benefit  of  any  governmental  credits,  have  caused  such 
controversy  is,  I  believe,  testimony  to  the  existence 
of  misunderstandings  by  the  American  public  concerning 
the  benefits  of  East-West  trade. 

B.   U.S.  MANUFACTURED  GOODS  EXPORTS,  VOLUME 
COMPOSITION 

The  ability  of  the  U.S.  to  sell  large  volumes  of 
agricultural  products  to  the  socialist  countries  and 
the  controversy  surrounding  these  sales  has,  however, 
obscured  the  fact  that  we  are  well  behind  our  West 
European  and  Japanese  competitors  in  developing 
exports  of  our  manufactured  goods  to  these  countries. 
In  1973,  72.7  percent  of  the  exports  of  the  industri- 
alized West  to  the  socialist  countries  were  manufactured 
goods  (SITC  5  through  8) .1/      Of  the  $12.4  billion  total 
of  these  manufactured  goods,  $10.4  billion  went  to  the 
U.S.S.R.  and  Eastern  Europe  and  the  remaining  $2  billion 
to  the  People's  Republic  of  China. 


,  ,      SITC  =  Standard  International  Trade  Classification, 
—   an  international  nomenclature  for  description  of 
the  composition  of  trade. 


The  1973  shares  of  manufactured  goods  exports  to 
each  of  the  socialist  countries  by  the  U.S.  and 
each  of  its  competitors  in  the  Industrialized  West 
are  shown  in  Table  2. 

Of  the  19  7  3  Western  manufactured  goods  going  to  the 
U.S.S.R.  and  Eastern  Europe,  the  U.S.  supplied  only 
$374  million,  giving  it  3.6  percent  of  the  total  and 
ranking  it  tenth  behind  West  Germany  (40.9  percent) , 
France  (10.0  percent),  Italy  (8.7  percent)  and  Japan, 
the  United  Kingdom,  Austria,  Belgium-Luxembourg, 
Switzerland  and  Sweden. 

In  supplying  $87  million  (4.3  percent)  of  the  West's 
shipments  of  manufactured  goods  to  the  People's 
Republic  of  China,  the  U.S.  ranked  fourth  behind 
Japan  (50.3  percent),  the  Federal  Republic  of  Germany 
(15.3  percent)  and  the  United  Kingdom  (9.4  percent). 

In  19  74,  our  manufactured  goods  exports  to  Eastern 
Europe  and  the  U.S.S.R.  rose  by  some  56  percent  over 
1973  to  $578  million.   However,  total  Western  manu- 
factured goods  exports  to  the  same  area  rose  at  almost 
an  identical  rate,  by  53.8  percent,  to  a  new  total  of 
nearly  $16  billion,  while  Western  manufactured  exports 
to  the  PRC  rose  58.4  percent  to  $3.17  billion.   The 
result  was  that  the  overall  U.S.  shares  and  relative 
standings  in  19  74  remained  almost  identical  to  19  73. 
In  exports  to  the  U.S.S.R.  and  Eastern  Europe,  our 
share  of  the  total  remained  at  3.6  percent  and  our 
ranking  tenth.   Similarly,  the  U.S.  share  of  manufactured 
goods  exports  to  the  PRC  remained  at  4.4  percent, 
although  we  edged  from  fourth  ranking  to  third  ranking 
supplier  by  a  very  narrow  margin.   The  19  74  shares  of 
Western  exports  of  manufactured  goods  to  the  socialist 
countries  are  shown  in  Table  3. 

The  U.S.  trade  shares  appearing  in  Tables  2  and  3  will 
be  recognized  as  low  and  well  below  our  competitive 
potential  when  viewed  in  the  context  of  the  fact  that, 
in  19  73,  the  United  States  supplied  about  16  percent  of 
the  Industrialized  West's  exports  of  manufactured  goods 
to  the  world. 
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Aside  from  agricultural  commodities,  U.S.  shipments 
to  the  socialist  countries  during  the  past  three 
years  consisted  primarily  of  such  manufactured  prod- 
ucts as  various  machine  tools  and  equipment,  pumps 
and  compressors,  aircraft  and  parts,  automotive 
manufacturing  equipment,  and  electrical  machinery  and 
apparatus.  iy   About  one-half  of  all  our  manufactured 
goods  exports  to  the  socialist  countries  went  to  the 
U.S.S.R.,  one-third  to  Eastern  Europe,  and  one-sixth 
to  the  People's  Republic  of  China.   Our  total  exports 
to  this  area  during  the  three-year  period  were  dis- 
tributed as  follows:   4  2  percent  to  the  Soviet  Union, 
30  percent  to  Eastern  Europe,  and  28  percent  to  the 
People's  Republic  of  China. 


1/   The  composition  of  our  trade  with  the  socialist 
—    countries  is  described  in  greater  detail  in  the 
tables  in  Appendix  B. 


C .   U.S.  Imports  from  the  Socialist  Countries, 
Composition  and  Volume 

During  the  last  three  years  (1972-1974)  of  increasing 
trade  with  the  socialist  nations,  the  United  States 
has  accumulated  a  surplus  on  trade  with  them  of 
almost  $3.7  billion.   Of  this  amount,  $0.6  billion 
represented  a  surplus  with  Eastern  Europe,  $1.7 
billion  with  the  Soviet  Union  and  almost  $1.4  billion 
with  the  People's  Republic  of  China. 

However,  our  imports  from  the  socialist  countries 
have  been  rising  steadily  since  1971,  reaching  about 
one  percent  of  our  total  imports  in  19  74. 

Imports  from  these  countries  during  the  19  72-19  74 
period  amounted  to  over  $1.9  billion,  of  which  55 
percent  came  from  Eastern  Europe,  34  percent  from 
the  Soviet  Union,  and  11  percent  from  the  People's 
Republic  of  China. 

For  the  most  part,  our  imports  from  the  socialist 
countries  are  raw  materials  items  essential  to  feed 
our  industrial  machine.   Additionally,  the  majority 
of  our  manufactured  goods  imports  from  these  countries 
tend  to  be  of  a  low  technology  nature  and  compete 
primarily  against  other  foreign  import  sources, 
rather  than  against  U.S.  manufactures.   Given  the 
enormous  unsatisfied  consumer  goods  demands  in  their 
own  markets,  their  problems  in  assimilating  new 
technology  and  translating  it  into  quality  products, 
and  their  current  lack  of  experience  in  selling  in 
competitive  markets,  it  seems  apparent  that  the 
composition  of  socialist  country  exports  to  the  U.S. 
will  remain  predominantly  raw  materials  for  several 
years.   Further,  the  manufactures  we  do  import  from 
them  will,  for  many  years  to  come,  for  the  most  part 
simply  displace  other  foreign  products. 

The  composition  of  total  1974  imports  from  the  U.S.S.R. 
according  to  End  Use  Codes  appears  in  Table  4. 


Table  4 

Composition  of  1974  U.S.  Imports  from 
Union  of  Soviet  Socialist  Republics 


QBE  Code     Description 

0  Foods,  Feeds,  and  Beverages 

1  Industrial  Supplies  and 

Materials 

2  Capital  Goods  Except 

Automotive 

3  Automotive  Vehicles,  Parts 

and  Engines 

4  Consumer  Goods,  Non-Food, 

Except  Automotive 

5  Imports ,  NES 

TOTAL 


Total  1974 
($  Millions) 

Percent 
of  Totall/ 

$   1.14 

.3 

328.6 

94.0 

1.7 

.5 

0.07 

.02 

16.9 
1.2 

4.8 
.3 

$349.6 


100.0 


Industrial  Supplies  and  Materials,  2_/  a  useful  proxy  for  raw 
materials,  represented  88.8  percent  of  our  imports  from  the 
U.S.S.R.  in  1973  and  94  percent  in  1974.   The  vast  majority 
of  these  industrial  materials  consisted  of  palladium,  platinum, 
nickel,  and  petroleum  products. 

Table  5  provides  similar  End  Use  Code  descriptions  of  the 
composition  of  19  74  imports  from  Eastern  European  countries 
(less  the  U.S.S.R.)  and  our  imports  from  the  PRC.   Nearly 
65  percent  of  1974  U.S.  imports  from  the  Eastern  European 
countries  was  foods,  feeds  and  beverages,  or  industrial  sup- 
plies and  materials,  while  some  77.3  percent  of  19  74  imports 
from  the  PRC  fell  into  these  same  categories. 

Additional  detail  on  the  composition  of  U.S.  trade  with  the 
socialist  countries  is  provided  in  Appendix  B. 


1/   Totals  may  not  add  to  100  percent  due  to  rounding. 

2/   "Industrial  Materials"  (End  Use  Code  1)  include:   Fuels 
and  lubricants,  paper  and  paper  base  stocks,  textile 
supplies  and  materials,  industrial  chemicals,  lumber 
and  other  unfinished  building  materials ,  unfinished 
metals  associated  with  durable  goods  outputs,  and 
nonmetils  associated  with  durable  goods  outputs. 


Composition  of  1974  U.S.  Imports  from 
Eastern  Europe  and  the  People'.s  Republic  of  China 


EE  Less  USSR 


OBE 
Code 


Description 

Food,  feeds  &  beverages 
Industrial  supplies  & 

materials 
Capital  goods 

Automotive  vehicles  &  parts 
Consumer  goods,  non-food, 

except  auto 
Imports  NES 

TOTAL 


Millions 
of    $ 

%   of 
Total 1/ 

Millions 
of   $ 

%    of 
Totally 

108.59 

20.1 

13.72 

12.0 

242.33 

44.8 

74.92 

65.3 

31.33 

5.8 

0.05 

Z 

4.95 

0.9 

Z 

Z 

151.32 

28.0 

24.86 

21.7 

1.90 

0.4 
100.0 

1.18 

114.73 

1.0 

540.42 

100.0 

V   Totals  may  not  add  to  10  0  percent  due  to  rounding. 
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II.   D.   New  Forms  of  Commercial  Interaction  Between 
East  and  West;   "Industrial  Cooperation 
Arrangements " 

The  expansion  of  commerce  between  East  and  West  involves 
more  than  a  series  of  discrete  export  and  import 
transactions  between  Western  firms  and  the  foreign 
trade  organizations  of  the  socialist  countries.   While 
the  major  portion  of  East-West  trade  continues  to  be 
individually  negotiated  import  and  export  transactions, 
there  is  an  ever  increasing  volume  of  commerce  occurring 
under  agreements  that  bind  Western  firms  and  socialist 
countries  into  longer  term  relationships  that  have  come 
to  be  known  as  "Industrial  Cooperation  (IC)  Arrangements." 

Basically,  industrial  cooperation,  in  an  East-West  trade 
context,  denotes  the  economic  relationships  and  activities 
arising  from  contracts  extending  over  a  number  of  years, 
between  partners  belonging  to  different  economic  systems, 
which  go  beyond  the  straightforward  sale  or  purchase  of 
goods  and  services.   It  includes  those  transactions  in 
which  the  Eastern  and  Western  parties  engage  in 
complementary  or  reciprocally  matching  operations  in 
production,  in  the  development  and  exchange  of  technology, 
in  marketing,  etc. 

While  there  is  no  fixed  definition  of  IC,  the  following 
forms  of  business  relationships  are  generally  included: 

--  Licensing  with  payment  in  resultant  products 

—  Supply  of  complete  plants  or  production 

lines  with  payments  in  resultant  products 
(turn-key  projects) 

—  Co-production  and  specialization 

—  Joint  ventures  (where  permitted) 

--  Joint  tendering  or  joint  construction  or 
similar  projects. 

By  some  definitions,  licensing  arrangements,  with  lump 
sum  cash  or  royalty  payments,  are  also  considered  to  be 
IC  arrangements. 

In  commerce  between  market  economies,  there  is  a  relatively 
free  flow  of  investment  capital  and  technology  across 
national  borders  in  the  normal  process  of  foreign 
investment.   In  the  socialist  countries,  however,  the 
means  of  production  are  owned  by  the  state  and,  although 
there  are  some  exceptions  in  which  minority  interests  can 
be  owned  by  foreign  parties,  foreign  investment  is 
generally  prohibited.   IC  arrangements  are,  therefore,  to 
some  degree  a  substitute  means  by  which  Western  firms 
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can  penetrate  socialist  markets  and  earn  an  additional 
return  on  their  investment  in  the  research  and 
development  of  the  technology  involved. 

Although  IC  agreements  are  by  no  means  limited  to  East- 
West  trade,  the  large  and  increasing  number  of  such 
agreements  suggests  that  they  may  provide  an 
especially  effective  vehicle  for  trade  between  Western 
market  economies  and  the  centrally  planned  socialist 
economies  of  the  East. 

In  most  instances  where  IC  arrangements  are  undertaken, 
the  socialist  country  partner  has  achieved  a  relatively 
advanced  stage  of  industrial  production,  but  seeks  to 
expand  and/or  upgrade  its  capabilities.   The  socialist 
partner  may  also  lack  the  hard  currency  resources  which 
would  make  possible  long-term  purchase  from  the  West  of 
finished  goods  or  components,  or  the  outright  purchase 
of  Western  technology  and/or  equipment  for  domestic 
production  of  the  end-product.   By  reason  of  their 
long-term  nature  and  the  frequently  used  product 
payback  arrangements,  IC  arrangements  provide  a  means 
whereby  the  socialist  countries  can,  effectively, 
enlarge  their  current  import  capabilities  within 
existing  hard  currency  availabilities. 

At  the  same  time,  the  Western  partner  to  an  IC 
arrangement  recognizes  the  socialist  country's  hard 
currency  problems  as  a  serious  obstacle  to  direct 
sales  to  it  and  sees  the  IC  arrangement  as  a  viable 
alternative. 

A  host  of  other  considerations  may  also  motivate  a 
Western  firm  to  seek  a  cooperative  arrangement  with 
one  or  more  socialist  countries.   These  include  the 
desire  to  develop  additional  sources  of  raw  materials, 
intermediate  items  or  finished  components;  and  to 
maximize  income  from  obsolescing  or  obsolete  technology. 

Based  on  data  developed  earlier  by  the  United  Nations 
Economic  Commission  for  Europe,!./  one  unofficial  source 
has  estimated  that  there  are  probably  now  more  than 


1/  Analytical  report  on  Industrial  Cooperation  Among 
Eastern  European  countries,  Economic  Commission 
for  Europe,  United  Nations,  Geneva  1973. 
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1000  such  East-West  arrangements  in  existence,  involving 
virtually  the  entire  spectrum  of  Western  industry. 
However,  a  recent  report  from  Hungary  (one  of  the  two 
socialist  countries  which  permit  limited  joint  ventures 
with  Western  firms)  indicates  that  over  300  industrial 
cooperation  agreements  have  been  signed  with  Western 
partners,  a  figure  that  makes  the  1000  estimate  for  the 
whole  of  Eastern  Europe  appear  conservative.   Of  the 
300  Hungarian  agreements,  about  170  involve  West  German 
firms,  whereas  probably  not  more  than  a  half  dozen  can 
be  attributed  to  U.S.  firms. 

Our  own  research  tends  to  confirm  that  this  pattern  of 
lagging  U.S.  involvement  is  generally  applicable  to  the 
socialist  countries  as  a  whole.   Surveys  conducted  during 
1974/75  indicate  that  there  may  be  a  total  of  approximately 
250  IC  agreements  between  U.S.  firms  and  socialist 
enterprises  falling  roughly  into  the  narrow  definition 
of  industrial  cooperation  and  perhaps  another  75 
involving  licensing  for  cash  lump  sum  or  royalty  payments. 
Even  this  relatively  small  number  may  overstate  the 
degree  of  U.S.  involvement,  however,  since  it  includes 
approximately  60  agreements  negotiated  through  or 
managed  by  European  subsidiaries. 

Research  into  this  relatively  new  form  of  commerce 
between  East  and  West  is  sparse,  and  definitions  of 
industrial  cooperation  vary.   Thus,  one  cannot  use 
estimates  by  different  sources  to  draw  solid  comparisons 
of  U.S.  involvement  vs.  that  of  our  Japanese  and  West 
European  competitors.   However,  given  the  data  available, 
there  is  reason  to  believe  that  U.S.  firms  are  playing 
a  relatively  small  role  in  industrial  cooperation 
agreements  with  the  socialist  countries. 

The  reasons  for  the  relatively  small  number  of  U.S.  firms 
involved  in  this  area  reflect  in  part  our  traditional 
approach  to  East-West  trade  and  may  importantly  influence 
our  future  role  in  that  area  as  well. 

To  begin,  the  U.S.  is  a  late-comer  to  the  markets  of 
Eastern  Europe  and  the  U.S.S.R. :   without  the  benefits 
of  longstanding  commercial  relationships,  the  number  of 
U.S.  firms  able  or  willing  to  commit  themselves  to  long- 
term  cooperative  arrangements  with  the  socialist  countries 
would  be  expected  to  be  small.   Furthermore,  in  the  past, 
the  maintenance  of  stringent  unilateral  export  controls 
placed  a  handicap  on  U.S.  firms  interested  in  marketing 
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technology  and/or  associated  production  equipment  in 
these  countries.   Initial  difficulties  regarding 
adequacy  of  patent  protection  (now  largely  dispelled) 
and  quality  control  (which  now  appear  manageable) , 
together  with  U.S.  business'  traditional  distrust  of 
joint  ventures  which  do  not  permit  majority  U.S. 
ownership,  also  have  probably  acted  to  produce  some 
reluctance  to  enter  into  IC  agreements . 

Over  the  longer  term,  however,  it  would  seem  that  the 
U.S.  could  enjoy  some  competitive  advantage  in  industrial 
cooperation  arrangements,  especially  in  licensing  and 
co-production,  since  U.S.  technology  is  highly 
respected  and  recognized  as  the  source  of  much  of  the 
commercial  technology  currently  in  use  in  Europe. 
Further,  in  turnkey  projects,  the  U.S.  is  recognized 
as  perhaps  the  only  logical  source  of  some  of  the 
large-scale  complexes  being  sought  principally  by  the 
Soviet  Union,  but  also  by  other  Eastern  European 
countries  as  well.   Finally,  the  U.S.  is  viewed  by 
East  Europeans  as  a  rich  source  of  capital  and 
managerial  expertise  for  joint  ventures,  where 
these  are  allowed.   There  is,  therefore,  a  substantial 
potential  for  U.S.  firms  in  IC  arrangements  given  an 
environment  that  permits  them  to  compete  on  an  equal 
basis  with  West  European  and  Japanese  suppliers. 

Among  the  actual  agreements  involving  U.S.  firms, 
somewhat  over  half  involve  licensing,  most  frequently 
for  lump  sum  payment.   Although  the  industry  coverage 
,  of  these  agreements  is  fairly  broad,  there  are  some 
significant  concentrations  in  non-electrical  machinery, 
chemicals  and  electrical  machinery. 

It  is  principally  the  large  multinational  U.S. 
corporations  which  are  involved  in  cooperative 
undertakings  in  more  than  one  of  the  socialist 
countries,  (of  the  number  identified,  187  agreements 
involve  firms  in  the  Fortune  500  listing)  with  the 
greatest  number  concentrated  in  the  U.S.S.R.,  followed 
by  Poland,  Romania,  Hungary,  Bulgaria,  Czechoslovakia 
and  the  German  Democratic  Republic  in  that  order. 

Although  U.S.  firms'  motivations  for  entering  into 
these  IC  agreements  appear  to  vary,  it  is  evident  that 
Eastern  Europe  is  viewed  as  a  large  potential  market 
and  that,  in  most  instances,  an  industrial  cooperation 
agreement  appeared  as  the  best,  if  not  the  only,  entry 
vehicle  compatible  with  the  unique  array  of  legal, 
political,  and  commercial  problems  in  the  host  country. 
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As  in  other  areas  of  trade  with  the  socialist  countries, 
the  U.S.  cannot  decide  whether  there  will  be  IC 
agreements  between  East  and  West.   It  is  clear  that 
competing  firms  in  other  Western  nations  seek  such 
agreements  and  that  IC  arrangements  will  grow  in  number 
whether  or  not  our  U.S.  firms  are  actively  involved. 
If  our  participation  in  this  new  area  of  trade  continues 
to  lag,  there  will  be  significant  losses  to  U.S.  firms. 

For  the  future,  there  are  indications  that  U.S. 
involvement  is  increasing.   We  have  identified  some 
2  87  additional  agreements  which  are  currently  being 
discussed  or  seriously  negotiated.   However,  the  rate 
at  which  U.S.  involvement  expands,  and  indeed,  the 
ultimate  disposition  of  a  substantial  portion  of  those 
nearly  300  agreements  under  consideration,  may  depend 
on  lifting  existing  legislative  restraints  on  Eximbank 
lending  and  the  granting  of  non-discriminatory  tariff 
treatment. 

If  the  U.S.  is  to  expand  its  involvement  in  this  area, 
a  need  for  Eximbank  participation  is  most  evident  both 
in  regard  to  turnkey  projects,  and  in  other  instances 
where  the  U.S.  firm  would  play  a  sub-contracting  role. 
Absent  our  ability  to  compete  in  financing  U.S.  exports 
for  these  projects,  there  will  be  increasing  pressure 
to  seek  other  partners  or,  in  the  case  of  a  U.S.  partner, 
to  source  the  capital  equipment  export  from  European, 
Japanese  or  Canadian  subsidiaries  which  can  offer  more 
attractive  financing . 

More  importantly,  however,  the  continuation  of  the 
present  discriminatory  tariff  structure  strikes  at 
one  of  the  essential  elements  present  in  virtually 
all  such  agreements:   the  ability  of  the  socialist 
country  importer  to  pay  for  the  purchase  of  U.S. 
technology/equipment  through  the  export  of  products 
to  the  U.S.   This  also  limits  the  ability  of  the  U.S. 
partner  to  utilize  Eastern  European  and  Soviet  sources 
as  a  complement  to  domestic  production.   It  may  also  limit 
the  ability  of  U.S.  industry  to  acquire  semi-processed 
raw  materials  (at  advantageous  prices)  which  embody 
substantial  inputs  of  energy,  and  other  raw  material 
resources  which  are  in  short  supply  and  are  vital  to 
several  sectors  of  the  U.S.  economy.   In  short,  given 
the  present  legal  environment  for  trade,  the  very  large 
commercial  potential  inherent  in  such  relationships  may 
be  lost  to  the  U.S.  economy. 
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II.    E.   Prospects  for  the  Future 

Prospects  for  future  trade  between  the  United  States 
and  socialist  countries  depend  very  much  on  how  the 
U.S.  finally  resolves  its  internal  debate  on  our 
participation  in  East-West  trade.   If  no  action  is 
taken  to  improve  the  current  legislative  environment 
for  trade  with  the  socialist  countries,  the  prospects 
for  full  realization  of  the  potential  benefits  of 
trade  with  them  appear  to  be  limited. 

Lacking  resolution  of  current  problems,  we  expect 
our  trade  with  the  Soviet  Union  to  continue  growing 
slowly  over  the  near  term,  albeit  at  a  lesser  rate 
than  earlier.   In  the  years  ahead,  growth  could  stop 
and  levels  could  even  decline. 

Our  trade  with  Poland  will  probably  continue  to 
grow  since  that  country  now  receives  non-discrimina- 
tory tariff  treatment,  is  eligible  for  Eximbank  and 
Commodity  Credit  Corporation  (CCC)  credits,  has  large 
deposits  of  natural  resources  that  enhance  its  hard  cur- 
rency capabilities,  and  has  set  specific  targets  for 
expansion  of  trade  with  the  U.S. 

Similarly,  strong  growth  in  trade  with  Romania  should 
occur  now  that  Congress  has  approved  the  U.S.- 
Romanian trade  agreement.   Romania,  like  Poland, 
appears  particularly  anxious  to  expand  its  ties  with 
the  U.S.  and  to  improve  its  industrial  capabilities 
by  imports  of  U.S.  goods  and  technology. 

With  respect  to  most  of  the  other  Eastern  European 
countries  (Bulgaria,  Czechoslovakia ,  German  Democratic 
Republic,  and  Hungary) ,  our  mutual  trade  will  probably 
increase  at  some  marginal  rate  over  the  near  term, 
even  with  current  legislative  restrictions,  if  only 
due  to  expanded  commercial  contacts  with  the  U.S. 
business  community  and  increased  political  acceptance 
of  trade  with  the  U.S.  over  the  longer  term.   How- 
ever, failure  to  improve  the  trading  environment 
will  at  best  lead  to  a  slower  rate  of  increase  in 
our  trade  with  these  countries  and  could  lead  to  a 
stagnation  at,  or  a  decline  from,  current  levels. 
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Prospects  for  trade  with  the  People ' s  Republic  of 
China  are  more  complicated  because  of  its  current 
shortage  of  hard  currencies  and  also  because  of 
unsettled  political  issues.   U.S.  trade  with  the 
PRC  will  decline  in  1975  from  1974  levels,  by 
reason  of  completion  of  large  grain  shipments  re- 
sulting from  purchases  in  1973,  and  current  hard 
currency  difficulties.   Nevertheless,  we  expect 
that  over  the  longer  term  our  trade  with  the  PRC 
will  resume  its  expansion,  although  probably  at  a 
slower  rate  than  the  one  observed  in  recent  years. 

Forecasting  international  trade  levels  is  an  ex- 
tremely hazardous  business,  particularly  in  an 
environment  that  is  uncertain  with  respect  to 
future  trading  relationships.   But  even  a  crude 
estimate  may  be  useful  in  indicating  the  orders 
of  magnitude  achieveable  if  trade  relations  are 
normalized . 

Over  the  1969-74  period,  socialist  country  imports 
of  manufactures  from  the  Industrialized'  West  in- 
creased at  an  average  annual  rate  of  nearly  30 
percent.   Even  this  relatively  high  rate  has  tended 
to  accelerate  in  more  recent  years,  with  the  1974 
figure  rising  about  55  percent  over  the  1973  level. 
Although  the  annual  growth  rates  obviously  have 
varied  over  time  and  from  country  to  country,  the 
overall  trend  of  rapidly  rising  imports  of  Western 
manufactures  is  evident  across  the  board.   A  recent 
CIA  study,  "U.S .S .R.  Long-Range  Prospects  for  Hard 
Currency  Trade"l/,  deemed  possible  a  Soviet  import 
growth  rate  over  the  197  5-80  period  of  up  to  30 
percent  annually  in  current  dollars,  20-25  percent 
per  annum  in  real  terms. 


1/   "U.S.S.R.  Long-Range  Prospects  for  Hard  Currency  Trade" 
A  (ER)  75-61  of  January  1975,  DOCEX,  Exchange 
and  Gift  Division,  Library  of  Congress, 
Washington,  D.  C.   20540 


Further  indication  of  the  increasing  momentum  of 
East-West  trade  can  be  found  in  recent  data  concerning 
West  Germany.   Its  trade  with  the  Soviet  Union,  which 
in  1974  grew  at  a  spectacular  rate  of  56  percent  over 
1973,  is  apparently  still  gathering  momentum  in  1975. 
It  has  been  estimated  that  the  value  of  contracts 
signed  between  Soviet  buying  agencies  and  German 
suppliers  during  the  first  three  months  of  this  year 
is  equal  to  one-half  total  West  German  exports  to 
the  U.S.S.R.  during  the  whole  of  1974.   In  addition, 
West  German  exports  to  the  Soviet  Union  for  the 
January-April  1975  period  evidently  increased  by  56 
percent  over  the  same  three-month  period  in  1974. 

Against  this  background,  a  projection  of  a  15  percent 
average  annual  increase  in  imports  from  the  West 
through  1980  appears  conservative.   Even  under  this 
assumption,  however,  by  1980,  the  annual  level  of 
manufactured  goods  imports  from  the  West  would  exceed 
$45.5  billion  (almost  $21  billion  for  the  Soviet 
Union  alone) .   Using  the  15  percent  annual  growth 
rate  assumption  total  purchases  of  manufactures  from 
the  West  over  the  1976-80  five-year  plan  could  well 
exceed  $175  billion. 

We  are  unable  to  set  a  firm  figure  as  to  what  share 
of  the  manufactured  goods  import  market  the  U.S. 
should  be  able  to  capture.   It  very  much  depends  on 
the  political  and  legal  environment  in  which  our  trade 
with  the  socialist  countries  will  take  place  and  there 
is  a  high  degree  of  uncertainty  now  as  to  what  that 
environment  will  be  in  the  future. 

However,  we  are  convinced  that  the  present  U.S. 
market  share  of  less  than  4  percent  of  socialist 
country  manufactured  goods  imports  is  too  small. 
Given  a  more  favorable  environment  provided  by  U.S. 
legislation,  and  an  aggressive  marketing  program  by 
U.S.  businessmen,  our  share  could  be  enlarged  consider- 
ably.  In  fact,  in  1973,  the  U.S.  supplied  some  16 
percent  of  the  Industrialized  West's  exports  of  manu- 
factured goods  to  the  world.   Thus,  a  U.S.  market 
share  for  socialist  country  imports  of,  say,  10  percent 
by  1980,  might  be  a  reasonable  goal  and  could  mean 
19  80  manufactured  goods  exports  to  the  socialist 
countries  of  over  $4.5  billion,  compared  with  only 
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olightly  over  $717  million  in  1974.   The  difference 
is  substantial  in  terms  of  jobs,  balance  of  pay- 
ments effects,  and  the  profits  needed  for  the  rein- 
vestment required  to  keep  American  industry  vital 
and  growing . 

Appendix  C  contains  a  more  detailed  analysis  of  the 
prospects  for  an  increased  U.S.  role  in  East-West 
trade . 

For  the  immediate  future,  I  do  not  expect  the  dollar 
value  of  U.S.  exports  of  manufactured  goods  to  the 
socialist  countries  to  decline.   On  the  contrary,  at 
least  over  the  near  term,  these  exports  should 
continue  to  increase  for  two  reasons. 

First  of  all,  several  large  transactions  begun  in 
previous  years  are  still  in  the  manufacturing  pipe- 
line and  have  not  yet  been  reflected  in  our  export 
statistics.   These  should  begin  to  be  reflected  in 
trade  statistics  in  the  near  future. 

Secondly,  at  least  for  the  time  being,  the  U.S.S.R. 
and  other  socialist  countries  will  continue  to  do 
business  with  us,  on  a  limited  scale,  when  they 
have  no  other  good  alternative.   To  the  extent  that 
they  see  purchasing  from  the  U.S.  as  necessary  or 
particularly  beneficial  to  their  economic  develop- 
ment, the  Soviets  and  the  East  Europeans  appear 
willing  to  accept  the  less  than  favorable  conditions 
we  set  on  such  trade.   That  is,  to  the  extent  that  their 
hard  currency  resources  permit,  they  will  con- 
tinue to  buy  from  us  where  we  have  unique  technology 
or  capabilities,  regardless  of  our  inability  to  grant 
competitive  credit  terms  and  non-discriminatory 
tariff  treatment. 

Even  though  the  absolute  volume  of  our  exports  of 
manufactured  goods  in  East-West  trade  might  continue 
to  grow,  given  a  continuation  of  the  current  trading 
environment, it  is  likely  that  our  relative  share  will 
continue  to  decline.   In  that  process,  some  U.S. 
firms  which  could  be  very  competitive  in  a  more 
favorable  trading  environment  are  going  to  lose  some 
orders,  and  the  U.S.  is  going  to  lose  some  job 
producing  exports. 


The  Soviet  Union  and  the  other  socialist  countries 
of  Eastern  Europe  are  now  making  the  final  decisions 
in  the  formulation  of  their  five-year  plans  covering 
the  1976-1980  period.   Involved  are  decisions  about 
the  directions  their  economic  development  will  take, 
what  lines  of  industry  and  services  will  be  emphasized 
and,  accordingly,  what  kinds  of  goods,  machinery, 
equipment,  processes  and  technology  must  be  imported 
during  the  period  in  question.   By  year's  end,  these 
plans  will  be  finalized  and  approved  by  the  top 
economic  managers  and  by  the  political  leadership. 

In  a  centrally  planned  economy,  the  quantities  and 
sources  of  imports  are  determined  by  centralized 
decisions,  not  by  market  forces.    Planners  every- 
where are  uncomfortable  with  uncertainty  and  do 
everything  they  can  to  avoid  it.   Socialist  planners 
are  no  exception.   In  the  current  environment,  the 
U.S.  is  a  large  questionmark  in  the  socialist 
country's  evaluation  of  its  potential  trading  partners. 
When  procurement  decisions  are  made  in  this  kind  of 
environment,  we  are  going  to  lose  some  exports  that 
we  could  have  had  in  a  different  environment. 

We  are  already  in  a  disadvantaged  position  in  East- 
West  trade  because  of  our  late  start.   Personalized 
trading  relationships  between  Western  European  busi- 
nessmen and  their  counterparts  in  the  Soviet  and 
East  European  bureaucracies  have  been  established 
and  it  will  be  difficult  for  us  to  gain  an  equal 
footing.   However,  there  is  no  better  time  than  the 
present  to  begin  an  effort  to  capture  a  larger  share 
of  East-West  trade.   I  am  hopeful  that,  after  a 
thorough  review  of  the  issues,  the  Congress  will  see 
.fit  to  provide  a  trading  environment  in  which  U.S. 
business  can  compete  in  the  socialist  country  markets 
on  terms  no  less  competitive  than  those  confronted  by 
Japanese  and  West  European  firms. 

The  Department  of  Commerce  and  particularly  the  Bureau 
of  East-West  Trade  stand  ready  to  assist  U.S.  busi- 
nessmen in  responding  to  the  challenge  of  an  increased 
U.S.  role  in  East-West  trade.   Appendix  D  describes 
the  functions  and  recent  activities  of  the  Bureau. 
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The  issue  of  East-West  trade  has  been  a  controversial 
one  in  this  country.   The  emotional  involvement  of 
its  proponents  and  opponents  has  been  reflected  in 
the  intensity  of  the  political  debate  surrounding 
it,  both  in  the  Administration  and  in  the  Congress. 
The  controversy  has  not  been  resolved. 

With  laudable  objectives,  the  1974  Trade  Act  linked 
further  U.S.  normalization  of  East-West  commercial 
relations  with  a  goal  of  "freedom  of  emigration." 
Specifically,  this  was  reflected  in  a  provision 
which  prohibited  the  extension  of  non-discriminatory 
tariff  treatment  and  government  credits  to  any  non- 
market  economy  country  which  does  not  permit  free 
emigration.   The  Soviets,  and  subsequently  most  other 
socialist  countries,  refused  to  accept  the  conditions 
set  out  in  the  Trade  Act  as  prerequisites  to  further 
normalization  of  commercial  relations. 

The  controversy  over  East-West  trade  continues  in 
other  areas  as  well.   Beyond  the  emigration  question, 
debate  continues  on  the  benefits  and  costs  of  tradincr 
with  socialist  countries;  and  the  national  security 
and  economic  effects  of  the  sale  of  goods  and  technology 
to  them. 

Additionally,  others  on  the  domestic  political  scene 
are  debating  the  relative  costs  and  benefits  of 
government  export  credit  support,  and  whether  it  is 
in  the  best  interests  of  this  country  to  extend  normal 
export  financing  to  our  socialist  rivals. 

Given  an  awareness  of  the  controversy  here  in  the 
United  States  over  the  East-West  trade  issue,  it  is 
important  to  be  cognizant  of  an  analagous  debate 
taking  place  in  the  socialist  world.   There  are 
indications  of  a  debate  within  the  Soviet  Union 
as  to  whether  Soviet  trade  with  the.  West  (and 
especially  with  the  U.S.)  is  in  the  Soviet  Union's 


best  interest;  e.g.,    whether  it  is  in  the  U.S.S.R. *s 
best  interest  to  acquire  technology  from  abroad,  given 
the  difficulty  involved  in  assimilating  that  technology 
into  the  Soviet  production  processes.   Opponents  of 
expanded  trade  with  the  West,  particularly  trade  with 
the  U.S".,  argue  that  by  assimilating  Western  technology 
into  the  production  process,  there  is  a  loss  of 
incentive  on  the  part  of  Soviet  producers  to  devise 
new  production  processes.   Moreover,  they  feel  inputs 
of  Western  technology  could  seriously  undermine  the 
discipline  inherent  in  a  centrally-planned  economic 
system. 

Furthermore,  they  believe  one  strength  of  a  centrally 
planned  economy  is  its  resistance  to  the  business 
cycles  that  periodically  occur  in  Western  market 
economies.   In  fact,  the  socialist  economies  have 
remained  relatively  free  of  the  inflation  and  recession 
afflicting  the  West.   Why,  then,  ask  some  Soviet 
leaders,  should  the  Soviet  Union  now  come  to  the 
rescue  of  the  West  with  orders  that  will  ease  Western 
unemployment  and  risk  importing  the  West's  inflation? 

Although  the  details  are  uncertain,  clearly  some  Soviet 
debate  over  the  issue  of  U.S. -Soviet  economic  relations 
does  exist.   The  dominant  theme  of  the  debate  is  that 
the  Soviet  Union  cannot  permit  itself  to  become  dependent 
on  the  U.S.  for  the  technology  needed  for  development. 
Given  the  tendencies  of  most  of  the  other  socialist 
countries  of  Eastern  Europe  to  parallel  the  Soviet  line 
on  such  questions,  we  can  reasonably  assume  that  similar 
debates  are  taking  place  in  other  socialist  countries 
on  political  as  well  as  on  economic  levels. 

In  the  other  Eastern  European  countries  our  with- 
holding of  non-discriminatory  tariff  treatment  and 
credits  might  be  viewed  as  a  discouraging  rebuff  to 
their  efforts  to  develop  a  more  open  relationship 
with  the  rest  of  the  world.   In  recent  years  some  have 
made  substantial  progress  toward  such  a  relationship 
through  increased  outside  commercial  contacts  and 
through  expanded  participation  in  international 
economic  organizations  such  as  the  GATT.   But  the  world 
inflation  that  has  raised  the  cost  of  raw  materials, 
especially  oil,  is  forcing  some  East-European 


countries  into  a  greater  economic  dependence  on  the 
Soviet  Union,  where  they  can  obtain  essential  supplies 
without  spending  scarce  hard  currency.   The  Soviet 
Union  has  long  sought,  through  CMEAl/,  to  foster 
closer  economic  ties  with  the  East  European  countries. 
The  only  alternative  to  tightening  ties  with  the 
Soviet  Union  that  these  countries  have  is  a 
continuation  of  the  trade  relations  they  have  developed 
with  Western  countries  like  the  United  States.   But,  with 
the  world  inflation  consuming  their  scarce  hard 
currency  for  vital  raw  materials  and  capital  equipment, 
and  the  increased  burden  of  export  commitments  to  the 
Soviet  Union,  their  ability  to  trade  with  us  and  expand 
their  Western  contacts  will  be  sharply  diminished  unless 
we  offer  them  normal  non-discriminatory  tariff  and 
credit  conditions. 

It  is  ironical  that,  after  years  of  pursuing  policies 
that  looked  to  an  ultimate  outward  turning  of  the 
socialist  bloc,  which  now  seems  apparent  in  its 
growing  interest  in  international  trade,  our  own 
actions  and  policies  could  support  those  in  the  socialist 
countries  who  would  resist  such  an  outward  turning. 

In  the  PRC,  the  desirability  of  importing  Western  technology 
and  equipment  also  has  been  a  principal  issue  in  an 
internal  debate.   Although  the  PRC  has  adopted  a  policy  of 
placing  heavy  emphasis  on  self-reliance,  foreign  trade  is 
considered  a  means  to  facilitate  the  implementation  of 
such  a  policy.   In  early  19  74  the  debate  assumed  increased 
intensity. 

There  appears  to  be  a  general  agreement  amonq  Chinese 
leaders  that  China  could  benefit  from  learning  the  advanced 
techniques  of  developed  countries,  but  some  of  them  argue 
against  over- reliance  on  foreign  sources  to  meet  economic 
plans  for  growth  and  modernization. 

Although  the  genesis  of  the  most  recent  debate  is  not 
known,  it  may  have  been  triggered  by  several  factors. 
One  was  the  desire  of  Chinese  planners  to  tighten 
the  scrutiny  of  requests  from  factories  to  buy  foreign 
equipment  due  to  a  foreign  exchange  shortage.   Another 
factor  might  be  the  concern  of  Chinese  authorities 
with  the  possibility  that  the  incentive  for  the 
industrial  sector  to  pioneer  and  propagate  new  techniques 
of  its  own  would  be  dampened  if  foreign  technology  and 
equipment  were  imported  in  large  quantities. 


1/   Council  for  Mutual  Economic  Assistance  (CMEA) 
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The  debate  has  not  resulted  in  a  cessation  of  imports 
of  technology  and  equipment.   On  the  contrary,  a 
number  of  recent  official  statements  issued  in  Peking 
indicate  that  China's  continuing  policy  calls  for 
increasing  foreign  trade  and  imports. 

In  sum,  at  the  same  time  that  we  Americans  have  been 
vigorously  debating  the  pros  and  cons  of  East-West 
trade,  a  similar  debate  has  been  going  on  in  the 
socialist  group. 

From  my  perspective,  it  seems  that  lacking  an  awareness 
of  the  total  international  scope  of  East-West  trade, 
and  perhaps  also  partly  because  of  the  emotional 
content  of  the  related  issues,  we  Americans  have  not 
seen  the  U.S.  role  in  East-West  trade  in  its  true 
proportions.   Whereas  we  may  see  ourselves  as  a 
major  force  in  this  trade,  we  are  in  reality  a 
"bit  player",  with  a  role  that  may  become  still 
smaller  in  the  future  if  we  do  not  resolve  our  own 
internal  controversy. 
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B.   The  Benefits  of  Trade 

Notwithstanding  some  degree  of  internal  debate,  there 
is  no  doubt  but  that  the  Soviet  Union  and  the  other 
socialist  countries  want  to  trade  with  us.   And, 
provided  we  continue  to  satisfy  national  security 
considerations,  we  should  be  similarly  interested 
in  trading  with  them. 

Technology  and  industrialization  have  created  an 
unprecedented  degree  of  economic  interdependence 
among  nations.   No  nation  is  self-sufficient  either 
in  the  raw  materials  and  foods  it  requires  to  feed 
its  industries  and  its  people,  or  in  the  advanced 
technologies  that  are  vital  to  the  most  efficient 
production  of  goods  and  services.   Trade  is  a 
mechanism  by  which  materials,  services  and  techno- 
logies can  be  transmitted  peacefully,  to  the  mutual 
benefit  of  the  trading  parties. 

In  more  specific  economic  terms,  what  do  the  socialist 
countries  expect  to  get  from  us  and  what  do  we  expect 
to  get  from  them  in  an  expanded  trading  relationship? 
Clearly,  the  most  important  export  we  have  to  offer 
and  what  they  want  most  is  the  high  technology  manu- 
factured goods  in  which  we  have  strong  and  sometimes 
unique  capabilities,  and  the  related  production 
technology  and  know-how  itself,  which  they  need  to 
improve  their  own  industrial  base  and  the  standard 
of  living  of  their  people.   They  also  need,  of  course, 
to  import  foodstuffs  to  upgrade  the  diets  of  their 
people,  and  more  important  for  the  long  run,  food 
processing  and  food  production  technology  and  equip- 
ment . 

The  socialist  countries  have  "full  employment",  and 
yet  their  industrial  systems  are  unable  to  satisfy 
their  own  needs  for  new  capital  goods,  let  alone 
the  desires  of  their  citizens  for  more  and  better 
consumer  goods.   Thus,  they  do  not  look  upon  us  as 
a  new  market  for  their  goods  which  would  put  to 
work  under-utilized  industrial  capacity  and  labor 
resources.   Rather,  they  seek  to  export  as  a  means 
of  generating  the  necessary  foreign  exchange  to 
finance  badly  needed  imports  of  high  technology 
manufactured  goods  and  services. 


The  fact  that  we  look  at  the  socialist  countries 
in  quite  the  reverse  way  is  a  partial  testimony 
to  the  existence  of  a  natural  potential  trading 
relationship.   Given  that  the  U.S.  has  a  high 
capacity  to  produce,  possesses  unemployed  plant, 
equipment  and  labor  resources,  and  is  not  self- 
sufficient  in  raw  materials,  we  see  the  socialist 
countries  basically  as  a  new  market  for  our  manu- 
factures and  agricultural  products  --  a  new  market 
that  can  put  to  work  unemployed  plant,  equipment 
and  labor,  and  also  serve  as  a  source  of  raw 
materials  that  must  be  imported  to  fuel  our  indus- 
trial system. 

In  fact,  because  of  the  character  of  their  imports 
and  exports,  the  socialist  countries  are,  in  many 
ways,  ideal  trading  partners  for  us.   Our  exports 
to  them  provide  an  extra  return  to  U.S.  industry 
and  create  new  jobs  and  benefit  our  balance  of 
payments.   Conversely,  our  imports  from  the 
socialist  countries  are  largely  raw  materials  that 
must  be  imported,  or  low  technology  manufactured 
goods  that  tend  to  displace  some  other  import, 
rather  than  a  U.S.  manufactured  good. 

Trade  between  the  U.S.  and  the  socialist  countries 
has,  to  date,  shown  a  relatively  large  surplus  in 
the  U.S.  account,  nearly  $3.7  billion  over  the  1972- 
1974  period.   However,  because  imports  from  the 
socialist  countries  in  large  measure  tend  to 
substitute  for  raw  materials  and  goods  that  would 
come  from  some  foreign  source,  even  a  trade  that  was 
statistically  "balanced"  would  still  be  advantageous 
to  the  U.S.   In  other  words,  exports  to  socialist 
countries  tend  to  be  almost  totally  additive  to  our 
production  and  exports,  while  imports  from  them  do  not 
significantly  enlarge  our  total  imports. 

Thus,  there  are  gains  to  both  sides  from  trade  and, 
conversely,  losses  to  both  sides  to  the  extent  that 
trade  is  limited  by  arbitrary  restrictions.   There 
can  be  no  accurate  calculus  of  who  benefits  most  if 
trade  does  occur,  nor  of  who  loses  most  if  trade 
does  not  occur.   No  such  calculus  is  needed.   The 
terms  of  the  freer  trade  that  we  seek  cannot  be 
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governmental ly  manipulated  in  any  significant  way. 
We  should  therefore  relax  artificial  restrictions 
to  the  maximum  degree  that  national  security 
considerations  permit,  and  let  the  self-interests 
of  both  parties  decide  what  level  of  mutually 
beneficial  trade  will  occur. 

From  our  viewpoint,  however,  we  should  be  very 
careful  in  any  assessments  of  the  leverage  our  leader- 
ship position  in  some  areas  of  technology  can  give 
us  in  extracting  political  concessions  from  potential 
trading  partners.   There  is  also  a  potential  for 
socialist  countries  to  apply  "Reverse  Leverage"  on 
the  U.S.   The  socialist  countries  are  a  group  of 
nations  whose  population  is  about  one-third  of  the 
world's  total,  who  occupy  about  2  5  percent  of  the 
earth's  surface  and  who  sit  astride  vast  stores  of 
the  world's  mineral  wealth.   In  the  long  term,  we 
cannot  afford  discriminatory  trade  practices  that 
will  limit  our  exports  to  markets  of  this  size  or 
that  will  handicap  our  access  to  the  raw  materials 
which  they  possess  and  we  need. 

The  economic  penalties  of  handicapping  ourselves  in 
the  competition  for  socialist  country  export  markets 
deserve  a  few  more  words.   Competitor  Western  nations 
are  eager  to  trade  with  the  socialist  countries  and 
generally  do  not  attempt  overtly  to  use  their  trade 
to  extract  political  and  other  concessions.   They 
will  welcome  any  action  we  take  that  infringes  upon 
our  ability  to  compete.   We  cannot  significantly 
affect  the  rising  volume  of  East-West  trade.   It 
will  proceed  and  enlarge  with  or  without  our  partici- 
pation.  We  can,  however,  take  actions  that  will 
limit  our  own  involvement. 


III.    C.   The  Emigration  Issue 

Throughout  the  long  legislative  battle  over  the 
Trade  Act  of  1974,  the  Administration  continually 
asserted  that  the  attempt  to  link  Eximbank  credits 
and  MFN  to  the  internal  policies  of  the  socialist 
countries  would  not  accomplish  the  humanitarian 
objectives  intended  by  the  Congress.   Furthermore, 
it  was  felt  that  such  action  would  have  counter- 
productive results  in  the  commercial  field,  and  might 
weaken  the  rather  fragile  fiber  of  detente. 

The  passage  of  time  has  revealed  these  fears  to  be 
justified.   On  January  14,  the  Soviet  Union  indicated 
that  it  could  not  accept  a  trading  relationship 
based  on  the  Trade  Act  of  1974  and  would  not  put 
into  force  the  1972  U.S. -Soviet  Commercial  Agreement. 
The  Soviets  based  this  action   on  the  grounds  that 
the  legislation  was  inconsistent  with  the  1972 
Agreement,  which  had  called  for  an  unconditional 
elimination  of  discriminatory  trade  restrictions, 
and  with  the  principle  of  non-interference  in 
domestic  affairs.   The  Soviet  action  was  perceived 
by  many  as  a  setback  to  detente. 

Further  damaging  to  our  East-West  commercial  relations 
with  the  socialist  countries  has  been  the  decision 
of  most  of  the  other  socialist  countries  to  support 
the  Soviet  line  on  the  Trade  Act.   The  effect  has  been 
to  dampen  the  prospects  for  a  normalization  of  U.S. 
trade  relations  with  these  socialist  countries. 
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III.    D.   Non-Discriminatory  Tariff  Treatment 

There  has  been  considerable  discussion  as  to  whether 
non-discriminatory  tariff  treatment  is  a  truly 
critical  trading  privilege  sought  after  by  the 
socialist  countries,  and  hence  a  powerful  lever  for 
extracting  political  concessions. 

Although  MFN  status  could  bring  important  benefits 
to  the  socialist  countries,  it  is  widely  and  incor- 
rectly seen  by  the  U.S.  public  as  an  unusual  con- 
cession that  grants  special  privileges  to  the  reci- 
pient.  In  fact,  the  extension  of  Most-Favored  Nation 
Treatment  to  a  socialist  country  does  not  mean  that 
the  recipient  country  will  receive  special  benefits 
not  received  by  our  other  trading  partners.   On  the 
contrary,  it  would  simply  remove  existing  discrimina- 
tions by  granting  them  the  same  treatment  that  is  the 
principal  foundation  of  any  normal  bilateral 
commercial  relationship. 

Nevertheless,  there  is  merit  in  considering  the  issue 
from  both  political  and  economic  standpoints.   On  the 
political  side,  our  failure  to  extend  MFN  to  the 
socialist  countries  has  been  a  blatantly  discriminatory 
policy,  especially  when  we  consider  that  the  U.S.  does 
extend  MFN  to  well  over  100  of  its  trading  partners, 
with  the  socialist  countries  the  only  major  group  to 
which  we  deny  this  treatment.   Further,  the  U.S.  is 
the  only  developed  country  that  does  not  extend  such 
treatment  to  the  socialist  nations. 

This  continued  discrimination  represents  a  major 
obstacle  to  our  goal  of  seeking  a  normalization  of 
commercial  relations  with  the  socialist  world.   The 
traditional  socialist  position  has  been  that  MFN  is 
an  acknowledgment  of  normal  commercial  relationships 
analagous  to  diplomatic  recognition. 

For  the  socialist  countries  non-discriminatory  tariff 
treatment  is  not  only  a  matter  of  pride,  but  is  also 
an  economic  issue  with  long  range  importance  to  them. 
They  recognize  Western  credit  to  finance  their  imports 
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is  only  a  temporary  expedient;  they  know  that  credits- 
must  be  repaid  and  that,  in  the  final  analysis,  they 
can  only  be  repaid  through  exports.   A  continued  ex- 
pansion  of  East-West  trade  will  require  Western 
absorption  of  Eastern  exports  if  these  countries  are 
to  be  able  to  pay  for  their  imports.   Looking  ahead 
to  the  day  when  they  expect  an  expanded  export  capa- 
bility, the  socialist  countries  do  not  want  their 
exports  to  be  denied  equality  of  treatment  vis-a-vis 
other  exporters  to  the  U.S.  market,  the  world's 
largest. 

Various  studies  have  attempted  to  determine  the 
economic  effects  of  MFN  on  socialist  country  export 
potential.   To  date,  Soviet  exports  to  the  West  and 
to  the  U^S.  have  been  largely  raw  materials .   Thus, 
exports  to  the  U.S.  have  been  relatively  unaffected 
by  the  absence  of  MFN,  since  U.S.  tariff  rates  tend 
to  escalate  relative  to  the  degree  of  processing, 
fiowever,  the  structure  of  Soviet  exports  is  changing, 
reflecting  a  higher  degree  of  processing  in  some 
items  and  greater  emphasis  on  intermediate  mamif actures 
and  some  finished  products.   At  the  same  time,  the 
U.S.  is  tending  to  import  greater  quantities  of 
processed  and  semi-processed  raw  materials.   Since 
these  are  subject  to  high  non-MFN  tariff  rates, 
failure  to  extend  MFN  could  hamper  access  to  a 
valuable  source  of  much-needed  materials,  such  as 
aluminum,  ferrochromium,  manganese,  copper,  and 
petroleum  products.   Furthermore,  it  could  prove 
injurious  to  possible  U.S. -Soviet  joint  transactions, 
or  industrial  cooperation  agreements,  which  may  call 
for  future  U.S.  imports  of  Soviet  semi-manufactured 
products,  as  repayment  for  U.S.  exports  of  equipment 
and  technology  used  in  the  construction  of  Soviet 
production  facilities. 

Other  Soviet  products  that  could  benefit  from  an 
extension  of  MFN  include:  caviar,  champagne,  vodka, 
canned  sea  foods,  inorganic  chemicals,  pig  iron, 
manganese  ores,  machine  tools,  and  ball  bearings. 
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To  a  lesser  extent,  the  following  would  also  benefit: 
fuel  oils,  crude  petroleum,  nickel  and  alloys, 
distillate  fuels  and  pulpwood. 

A  recent  study  by  the  Bureau  of  East-West  Trade  indicates 
that  granting  of  MFN  treatment  to  the  socialist  countries 
would  have  a  greater  impact  on  East  European  than  on 
Soviet  exports  to  the  U.S.   Among  the  East  European  pro- 
ducts which  would  become  more  competitive  in  the  U.S. 
market  under  non-discriminatory  tariff  rates  are  iron 
and  steel  products,  leather  products,  clothing, 
alcoholic  beverages,  certain  machinery  and  transport 
equipment,  glassware,  processed  foods,  and  miscella- 
neous manufactured  articles. 

Given  the  socialist  countries  needs  for  hard  currency, 
if  the  U.S.  grants  lower  MFN  tariff  rates,  it  can  be 
assumed  they  will  make  an  increased  effort  to  export 
manufactured  products  as  well  as  raw  and  semi-pro- 
cessed materials  to  the  U.S.   However,  the  socialist 
countries  do  not  yet  produce  high  quality,  sophisticated 
manufactured  goods  in  sufficient  quantities  to  satisfy 
their  own  needs,  let  alone  to  cause  serious  disrup- 
tions to  U.S.  domestic  industries. 

The  days  of  the  "economic  cold  war"  are  past,  at 
least  in  the  view  of  our  Western  competitors,  who 
are  aggressively  seeking  exports  to  the  socialist 
countries  and  accordingly  have  removed  their  discri- 
minatory tariffs  against  socialist  country  imports. 
Thus,  the  socialist  countries  have  significant  alter- 
native markets  to  absorb  their  current  limited  export 
capabilities.   It  should  therefore  be  recognized  that 
MFN,  although  it  has  great  economic  and  political 
significance,  is  not  a  powerful  enough  lever  to 
achieve  laudable  U.S.  political  goals  involving 
internal  domestic  issues  in  the  socialist  world. 
Accordingly,  if  the  U.S.  wishes  to  do  business  with 
the  socialist  group,  then  it  should  take  all  necessary 
steps  to  remove  the  legislative  obstacles  to  providing 
non-discriminatory  tariff  status. 
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III.   E.   Credits  Issue 

Another  issue  on  which.  I  believe  there  is  a  great 
deal  of  misunderstanding  is  that  of  credit  financing 
of  exports  to  the  socialist  countries.   As  is  the 
case  in  some  of  the  other  issues,  most  of  the 
controversy  involves  our  dealings  with  the  Soviet 
Union.   In  my  view,  there  are  some  myths  that  need  to 
be  dispelled  because  they  seem  to  have  contributed  to 
a  situation  where  we  treat  socialist  buyers  in  a 
different  way  than  we  treat  our  other  prospective 
international  customers.   The  result  is  that  we  are 
significantly  handicapped  in  our  ability  to  export 
to  socialist  countries. 

I  perceive  two  broad  areas  of  concern  regarding  the 
financing  of  exports  to  the  Soviet  Union  and  other 
socialist  countries: 

•  First,  a  concern  that  vast  amounts  of  funds 
have  been  or  will  be  used  to  finance  exports 
to  the  Soviets  and  other  Eastern  European 
countries.   The  concern  seems  to  be  that,  somehow, 
the  amounts  loaned  might  not  be  repaid,  or  that 
capital  might  become  short  in  U.S.  markets  as  a 
consequence  of  lending  to  socialist  borrowers  or, 
at  a  minimum,  that  our  own  cost  of  borrowing  will 
be  driven  up  significantly  by  the  drain  from 
socialist  borrowing. 

•  Secondly,  a  concern  that  U.S.  export  financing 
involves  a  subsidization  of  the  recipient. 

In  retrospect,  it  is  not  difficult  to  understand  the 
origins  of  concerns  about  enormous  loans,  particularly 
to  the  Soviets.   In  the  euphoric  days  when  a  meaningful 
U.S.  role  in  East-West  trade  first  began  to  emerge  and 
giant  U.S.  corporations  were  making  their  initial  contacts 
with  the  Soviets  after  a  lack  of  commercial  intercourse 
for  so  many  years,  not  only  those  transactions  actually 
consumated  were  big  news,  but  even  the  prospect  of  a 
deal  was  news.   And  the  bigger  the  prospective  deal,  the 
bigger  the  news  headline.   We  read  about  giant  gas  deals, 
huge  fertilizer  deals,  and  various  other  mammoth  projects, 
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many  of  which  would  develop  Soviet  natural  resources. 
Several  transactions  were  seen  as  multi -billion  dollar 
undertakings .   Credit  was  generally  noted  as  being 
necessary  for  these  projects.   At  the  same  time,  we 
were  also  reading  about  a  large  grain  sale  to  the 
Soviet  Union  and  a  series  of  Eximbank  transactions  with 
the  U.S.S.R. 

This  steady  flow  of  headlines  relating  to  both  actual 
and  prospective  transactions  coincided  with  the  rise  in 
U.S.  interest  rates  induced  by  steps  to  reduce  domestic 
inflation.   In  this  situation  concern  about  U.S. 
financing  of  East-West  trade  understandably  began  to 
grow  among  the  public  and  in  the  Congress.   These 
concerns  about  enormous  capital  outflows,  I  believe, 
contributed  to  the  limitations  on  additional  Exim 
lending  to  the  Soviet  Union  in  the  Export- Import  Bank 
Amendments  of  1974±/.   In  turn,  their  concerns  also 
contributed  to  a  general  public  wariness  of  East-West  trade. 

The  facts  are,  however,  quite  different  from  the  image 
that  raised  the  concerns.   Taking  the  combined  activities 
of  private  sector  commercial  banks  and  government  credit 
facilities,  neither  the  loans  actually  made  nor  the  firm 
commitments  to  future  loans  are  unduly  large  vis-a-vis 
our  exports.   Further,  with  respect  to  additional  loans, 
it  is  clear  that  the  U.S.  is  not  a  bottomless  well  of 
capital  for  financing  exports  to  the  Soviet  Union,  or  the 
other  socialist  countries  (or,  for  that  matter,  to  any 
other  foreign  buyers  of  our  exports) .   Indeed,  a  number 
of  factors  limit  our  ability  to  finance  exports  to 
socialist  countries  and  thus  handicap  our  ability  to 
export  to  them,  compared  to  our  industrialized  Western 
competitors. 

To  support  these  statements,  I  would  first  like  to  review 
loans  and  credits  supporting  sales  to  the  socialist 
countries  over  the  period  since  1972  and  also,  the  value 
of  outstanding  firm  commitments  to  future  loans.   Table  6 
summarizes  loans  and  loan  commitments  to  the  socialist 
countries  by  U.S.  commercial  banks  and  through-  various 
U.S.  Government  credit  programs. 


1/  The  Export-Import  Bank  Amendment  included  a  limit  of 
$300  million  on  new  loan  commitments  to  the  U.S.S.R., 
without  further  Congressional  approval.   It  also 
stipulated  that  no  funds  could  be  applied  to  energy 
production  facilities  without  Congressional  approval, 
and  limited  to  $40  million  the  amount  that  could  be 
loaned  for  energy  exploration  projects. 
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As  Table  6  indicates,  while  the  Soviet  Union  is  estimated 
to  have  firm  commitments  from  U.S.  commercial  banks  for 
about  $750  million  in  additional  future  loans,  the  amount 
of  loans  actually  disbursed  as  of  June  30,  1975  was  only 
$120.5  million.   Of  the  original  $549  million  of  CCC  credits 
backing  sales  to  the  Soviet  Union, V  $342  million  plus 
about  $55  million  of  interest,  had  been  repaid  by  June  30, 
19  75  and  only  $208.1  million  remained  outstanding. 

Loans  from  the  commercial  banking  system  to  the  Eastern 
European  countries  are  relatively  small.   Similarly, 
with  only  Poland  and  Romania  having  been  eligible  for 
Exim  credits,  Exim  activity  is  low  in  that  area. 

Thus,  combined  private-sector,  Exim  and  CCC  credits 
outstanding  supporting  exports  to  Eastern.  Europe  and 
the  U.S.S.R.  currently  amounts  to  about  $1.5  billion. 2/ 
When  viewed  alongside  our  1972-74  exports  to  the  socialist 
countries  of  some  $5.6  billion,  it  is  obvious  that  the 
bulk  of  our  exports  have  been  for  cash  or  financed  by 
short  term  credits . 

Traditionally,  the  PRC  has  emphasized  self-reliance  and  has 
avoided  using  extensive  credit  in  international  trade.   In 
the  last  few  years,  however,  this  policy  has  been  relaxed. 
The  Chinese  have  made  extensive  use  of  short  term  commercial 
credit  to  purchase  agricultural  and  non-agricultural 
commodities;  they  have  purchased  between  1  and  1.5  billion 
dollars  worth  of  complete  plant  on  medium  (5  year)  credits 


1/  Under  the  CCC  Export  Credit  sales  program,  CCC  does 
not  make  loans  to  foreign  governments  or  foreign 
buyers.   Rather,  CCC  finances  exports  of  eligible 
U.S.  agricultural  commodities  by  purchasing  private 
U.S.  exporters1  accounts  receivable.   All  transactions 
are  assured  by  irrevocable  commercial  letters  of 
credit  from  acceptable  banks  assuring  payment  to  CCC 
by  authorizing  CCC  to  draw  drafts  against  such  letters 
of  credits  when  payment  is  due.   Thus  far,  (June  30, 
19  75)  all  drafts  against  letters  of  credit  covering 
exports  of  agricultural  commodities  financed  under 
CCC  credit  have  been  promptly  honored. 

2/   This  calculation  excludes  commitments  to  future  loans 
since  these  loans,  when  made,  will  support  exports 
not  yet  reflected  in  export  statistics. 
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financed  by  Japanese  or  European  governmental  banks;  and, 
they  have  accepted  inter-bank  deposits  at  market  interest 
rates.   Except  for  short  term  financing  of  agricultural 
sales,  little  if  any  private  credit  has  been  sought  for 
purchases  from  the  U.S.   The  PRC  is,  of  course,  ineligible 
for  any  government  credit  program  under  the  Trade  Act  of 
1974.  ' 

With  respect  to  the  concerns  of  some  that  we  might,  in  the 
future  supply  too  much  credit  to  the  socialist  countries, 
I  submit  that  our  problem  is  quite  the  opposite.   In 
financing  our  exports,  we  lack  the  capacity  of  Our 
competitors . 

Soviet  outstanding  medium-  and  long-term  debt  to  the 
West  was  estimated  to  be  $4.2  billion  at  the  end  of 
19  74.   Of  that  total  the  U.S.  commercial  banking  system 
holds  only  about  $350  million.   Western  lending  to  the 
U.S.S.R.  is  expected  to  grow  steadily  in  the  near  future, 
given  the  recent  growth  in  Soviet  orders  and  the  willingness 
of  Western  Europe  and  Japan  to  support  their  sales  to 
the  U.S.S.R.  with  large  amounts  of  governmental ly  backed 
credits.   Offerings  since  the  beginning  of  19  74  include 
the  f o 1 lowing : 1/ 

Billions  of  Dollars 

France  2.8 

United  Kingdom  2.3 
Canada  .  5 

Italy  .855 

Japan  1.223 

West  Germany  1.1   U 

TOTAL  $8,778 


1/  As  is  noted  in  Appendix  E,  these  credit  offerings  are 
of  various  types.   Some  general  purpose  credits  can 
be  drawn  down  over  several  years  into  the  future,  but 
additional  credits  might  be  granted  as  soon  as  these 
were  exhausted  or  at  expiration  of  the  time  limit 
for  utilization.   Other  credits  are  made  available  to 
finance  specific  export  transactions. 

2/      The  West  German  Government  does  not  engage  in  direct 
loan  export  financing.   However,  it  does  provide 
commercial  and  political  risk  insurance  on  credits  such 
as  these,  offered  by  a  large  private  consortium. 
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In  contrast,  Poland  and  Romania  are  the  only  socialist 
countries  to  which  our  Government  export  credit  agencies  can 
now  extend  credit.!/   Further  official  credits  for  the 
Soviet  Union  are  blocked,  althouah  approximately  $34  8 
million  previously  committed  can  be  disbursed. 

A  fuller  explanation  of  the  limits  on  U.S.  capacity  for 
financing  exports  to  the  socialist  countries  may  be  useful. 
The  two  principal  sources  of  U.S.  financing   of  exports 
of  manufactured  goods  are  normally  our  commercial  banking 
system  and  the  Export-Import  Bank. 

Our  commercial  banking  system  is  limited  in  the  amounts  it 
can  lend  to  a  single  borrower,  both  by  legal  restrictions 
and  by  its  own  standards.   Federally  chartered  (national) 
banks  are  restricted  to  lending  a  maximum  of  ten  percent 
of  their  "gross  capital  funds"  to  a  single  borrower. 
Because  each  socialist  country  borrows  through  its  foreign 
trade  bank, 2/  each  has  been  considered  a  single  borrower. 
This  effectively  limits  the  amount  that  the  U.S.  banking 
system  could  have  on  loan  at  any  one  time  to  any  one 
socialist  country  to  a  theoretical  maximum  of  about  $2.0 
billion. 2/ 

There  are,  of  course,  a  number  of  reasons  why  the  system 
would  never  reach  this  theoretical  maximum.   These  would 
include  more  profitable  alternative  uses  of  the  available 
capital  in  other  markets,  and  individual  bank  "country 
limits"  on  lending  in  a  given  country  that  are  lower  than 
the  maximum  that  could  be  legally  loaned.   These  country 
limits  are  the  product  of  bankers '  natural  desires  to 
diversify  their  risks  and  a  very  effective  barrier  to  the 


1/   Yugoslavia  also  receives  Exim  credits,  but  is  excluded 
from  the  definition  of  socialist  countries  applied  by 
this  statement. 

2/   One  notable  exception  exists.   In  the  Fall  of  19  74,  the 
Polish  Nonferrous  Metallurgical  Association  acted  as 
borrower  with  the  Polish  Foreign  Trade  Bank  (Handlowy-w- 
Warszawie)  as  guarantor. 

3/   Ten  percent  of  the  gross  capital  funds  of  the  nations 
60  largest  banks  sums  to  about  $2.0  billion. 
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large  volume  of  lending  to  socialist  countries  that  some 
have  foreseen.   In  fact,  our  soundings  indicate  that  if  the 
legal  lending  limit  restriction  were  removed,  it  would  not 
significantly  expand  the  loan  capital  potentially  available 
to  socialist  borrowers. 

Eximbank  involvement  also  plays  a  multi-faceted  role  in 
augmenting  and  encouraging  private  sector  financing 
activity  which  is  especially  significant  in  East-West 
trade.   By  taking  longer  maturities,  Exim  releases  private 
sector  resources  for  additional  lending.   By  providing 
guarantees,  Exim  changes  the  character  of  the  commercial 
risk  and  thus  releases  funds  from  legal  lending  limits. 
Finally,  and  perhaps  most  important,  the  involvement  of 
Eximbank  is  taken  by  the  private  banking  community  as  a 
measure  of  official  confidence  and  support  for  commercial 
relations  with  a  given  borrower.   Under  present  circumstances, 
it  thus  appears  that  the  lack  of  Eximbank  activity  in 
lending  to  most  of  the  socialist  countries  dampens  the 
interest  of  commercial  banks  in  this  area,  thus  compounding 
the  adverse  impact  on  our  competitive  posture. 

Summed  up  then,  the  current  theoretical  maximum  capacities 
of  the  commercial  banking  system  and  the  Eximbank  for 
lending  to  the  U.S.S.R.  would  be  as  follows: 

Commercial  Banking  System    --  Approximately  $2.0  billion 


Eximbank  -  Undisbursed      —  .360  billion 

Loan  (firm 
commitments) 

Eximbank  -  Available  only    —  .300  billion 

if  conditions  of  Trade 
Act  met 


TOTAL  $2.66   billion 

The  practical  maximum  capacity  is,  of  course,  somewhat  less, 
since  it  is  highly  unlikely  that  the  commercial  banking 
system  could,  even  if  it  desired  to  do  so,  reach  its 
theoretical  capacity. 

Clearly,  this  kind  of  lending  capacity  cannot  support  any 
major  portion  of  the  gigantic  deals  that  were  publicized  in 
the  past,  some  of  which  continue  to  be  discussed.   Many  of 
these  transactions  may  still  occur.   However,  supporting 


loan  capital  will,  in  all  likelihood,  have  to  come  largely 
from  outside  the  U.S.,  from  outside  normal  U.S.  export 
financing  sources,  or  perhaps  from  Exim  funds  specifically 
authorized  by  Congress. 

In  fact,  without  restored  Eximbank  participation,  the  U.S. 
system's  lending  capacity  would  be  inadequate  to  finance 
an  expanding  regular  trade,  even  without  the  very  large 
individual  transactions  which  could  occur. 

The  annual  exports  that  could  be  financed  by  a  pool  of  $2.0 
billion  of  commercial  bank  loanable  funds  are,  of  course, 
a  function  of  the  length  of  lending  terms  on  which  exports 
are  financed.   The  longer  the  average  term  of  the  loans,  the 
less  frequently  the  available  funds  turn  over  and  the 
smaller  the  annual  volume  of  exports  it  can  finance.   While 
it  is  impossible  to  predict  accurately  the  loan  terms  (these 
vary  with  the  kind  of  material  exported  and  other  conditions; 
e.g.,  capital  goods  are  traditionally  financed  in  inter- 
national trade  on  longer  terms  than  consumer  goods) ,  we 
estimate  that  $2.0  billion  available  from  U.S.  commercial 
banking  sources  might  sustain  an  annual  volume  of  from 
$500  million  to  $800  million  of  credit  financed  exports. 
Similarly,  each  $1  billion  of  Exim  credit  could,  over  the 
long-term,  probably  increase  the  annual  exports  supported 
by  credit  by  $250  to  $300  million.!./ 

We  have  no  method  by  which  we  can  estimate  the  capacity  of 
the  European  and  Japanese  commercial  banking  systems  for 
financing  their  exports  to  the  socialist  countries.   However, 
the  previously  noted  governmentally  backed  credits  offered 
the  U.S.S.R.  give  an  indication  of  the  willingness  of  foreign 
governments  to  back  their  exporters  by  strong  action  to 
supplement  their  private  sector  banks. 


1/   In  the  capital  good  sales  that  predominate  in  exports  to 
the  socialist  countries,  Exim  usually  picks  up  the  longer 
maturities,  e.g.,  the  5  through  8  year  portion  of  the 
loan.   Thus,  in  the  fifth  year  following  disbursement 
of  the  loan  and  for  each  of  years  6  through  8,  one-fourth 
of  the  loaned  principal  would  be  returned  and  could  be 
reloaned.   Thus,  over  the  long  term,  each  $1  billion 
of  loan  capital  to  the  Eximbank  could  make  available 
about  $250  million  of  export  credits,  assuming  equal 
repayments  in  years  5  through  8.   The  amount  of  annual 
export  credits  available  over  the  long  term  from  $1 
billion  of  capital  would,  of  course,  increase  if  the 
length  of  lending  terms  is  decreased. 


39 

I  would  like  to  speak  now  to  the  issue  of  what  some  see 
as  a  subsidization  of  socialist  countries,  particularly 
the  U.S.S.R. ,  through  export  financing. 

I  think  it  needs  to  be  understood  that  the  use  of  credit 

in  financing  exports  is  common  practice  in  international  trade. 

Also,  about  one-half  of  the  Industrialized  West's  exports 

to  the  socialist  countries  of  Eastern  Europe  moves  on  some 

form  of  credit. 

As  can  be  seen  from  Table  6  the  vast  majority  of  U.S. 
exports  to  the  socialist  countries  has  been  paid  for  in  cash 
or  has  been  financed  by  the  commercial  banking  system.   Our 
commercial  banking  system  is  profit  motivated.   It  uses  its 
limited  available  capital  to  make  those  loans  which,  considering 
risk  and  other  factors,  it  expects  will  yield  the  highest 
return.   The  profit  motivated  commercial  banking  system 
has  no  special  desire  to  subsidize  these  countries.   Rather, 
the  socialist  countries  are  simply  a  group  of  potential 
customers.   The  interest  rates  they  are  offered  may  be 
favorable  relative  to  some  other  borrowers  because  of  the 
excellent  creditworthiness  ratings  these  countries  have 
achieved  internationally.   These  high  credit  ratings  stem 
from  their  excellent  repayment  records,  as  well  as  a 
presumed  ability  of  centrally-planned  economies  to  manage 
their  exports  and  imports  to  assure  repayment  capability. 
But  the  rates  they  have  been  charged  cannot  in  any  way  be 
considered  as  subsidies.   While  some  early  transactions 
were  at  rates  which  might  now  seem  low,  most  recent  lending 
has  been  at  flexible  rates  which  vary  directly  with  the  prime 
rate. 

There  remains  then,  the  issue  of  what  some  see  as  subsidization 
of  socialist  countries  through  export  financing  via 
governmental ly  supported  credits,  i.e.,  Eximbank  and 
Commodity  Credit  Corporation.   From  the  data  in  Table  6, 
it  is  clear  that  the  role  of  Governmental  credits  in 
financing  trade  with  the  socialist  countries  has  been 
relatively  small.   The  largest  involvement  of  Governmental 
credits  was  for  grain  3ales  to  the  Soviets  in  the  period 
July  1,  19  72  to  August  31,  197  4.   Here,  Commodity  Credit 
Corporation  financing  totaled  $549.7  million,  or  approximately 
40  percent  of  total  sales  of  nearly  $1.3  billion.   The 
remainder  was  handled  by  cash  payments  or  short  term  credits 
through  the  commercial  banking  system.   The  CCC  credits  were 
relatively  short-term  (3  years)  and  over  half  of  the 
original  obligations,  plus  interest,  have  already  been  repaid. 
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Even  though  the  Exim  role  in  financing  our  East-West  trade" 
has  to  date  been  very  small,  there  still  remains  the  question 
of  whether  the  loans  made  to  date  and  those  which  will  be 
made  in  the  future  involve  a  subsidy  to  the  recipient.   The 
controversy  concerning  Exim  lending  and  whether  or  not  it 
involves  a  subsidization  of  the  borrower  has  long  raged 
and  will  not  be  settled  by  this  assessment.   I  would, 
however,  like  to  make  the  following  points. 

•  The  Export-Import  Bank  is  not  supported  by 
tax  dollars. 

•  If  there  is  an  "opportunity  cost"  from 
increased  capital  costs  stemming  from 
Export- Import  Bank  borrowing  in  U.S. 
capital  markets,  then  such  increased 
capital  costs  are  borne  by  all  borrowers 
in  the  U.S.  capital  market,  including 
U.S.  business  firms. 

•  All  Exim  credits  carry  rates  higher  than  Exim's 
average  cost  of  funds.   On  this  basis, there 

is  no  subsidy  element  in  Exim's  direct 
lending  program. 

I  would  like  also  to  emphasize  that  if  we  expect  to  get  a 
reasonable  share  of  the  market  in  the  socialist  countries, 
until  such  time  as  competitors  abandon  similar  practices, 
governmental ly  backed  export  credits  are  necessary  to  compete 
for  exports  and  the  economic  benefits  they  bring.   From  the 
national  viewpoint,  official  support  of  export  financing  to 
meet  similar  actions  by  competitors  is  not  unwise  per  se. 
On  the  contrary,  if  the  benefits  (jobs,  balance  of  payments 
effect,  profits,  etc.)  exceed  the  costs  (higher  costs  of 
capital  to  other  borrowers,)  it  is  eminently  good  policy. 

There  is  ample  evidence  of  the  effects  of  our  non-competitive- 
ness in  credit.   U.S.  plants  and  workers  are  subject  to 
losing  contracts  in  three  ways.   In  some  instances  credit 
availability  and  terms  are  the  deciding  factors  in  losing 
the  sale  to  a  foreign  competitor.   In  other  instances,  to  be 
competitive,  a  U.S.  firm  may  be  forced  to  manufacture  the 
product  in  the  plant  of  an  European  subsidiary  in  order  to 
be  eligible  for  Governmental  credits  available  there.   In  a 
third  situation,  even  though  a  U.S.  firm  may  have  unique 
technology  or  other  factors  which  give  it  a  clear  advantage 
in  winning  a  contract,  the  availability  of  Government  credits 
in  a  Western  European  country  provides  a  strong  incentive 
to  the  socialist  country  to  force  the  firm  to  manufacture 
the  product  in  the  plant  of  an  European  subsidiary. 
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The  Soviets  have  developed  a  significant  hard  currency 
capability  through  their  exports  of  oil  and  other  raw- 
materials  and  from  sales  of  gold.   They  can  pay  cash  for  large 
amounts  of  imports,  but  their  needs  are  even  greater  than 
their  cash  capabilities.   Now  that  they  have  made  an  opening 
to  the  West,  they  appear  to  be  set  on  a  course  of  absorbing 
Western  imports  to  the  fullest  capacity  of  their  hard 
currency  and  credit  capabilities.   The  other  Eastern 
European  countries  seem  also  intent  on  maximizing  imports 
to  the  fullest  extent  that  export  earnings  and  credits  will 
permit.   Thus,  although  the  U.S.  cannot  offer  governmental 
credits  to  the  U.S.S.R.  and  other  ineligible  socialist 
countries,  where  the  U.S.  manufacturer  is  either  a  unique 
or  highly  superior  source,  we  will  still  continue  to  make 
sales  to  them,  on  a  cash  or  commercial  credit  basis.   However, 
on  those  items  where  our  competitive  edge  is  narrower,  we 
are  now  losing  sales  because  of  our  credit  disadvantage  and 
we  will  continue  to  lose  them  in  the  future. 

Finally,  it  should  be  noted  that  there  are  implications  in 
the  use  of  Governmental  credits  that  go  beyond  pure  economics. 
From  the  viewpoint  of  the  socialist  countries,  by  not 
making  available  normal  exporter  credits,  the  same  kinds  of 
credits  that  we  do  make  available  to  our  other  trading 
partners,  the  U.S.  continues  to  treat  them  as  unworthy 
trading  partners,  giving  further  evidence  that  we  do  not 
wish  to  normalize  our  trading  relationship  with  them. 
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III.   F.   American  Sales  of  Technology 

The  sale  of  U.S.  technology  to  socialist  countries,  both 
in  the  form  of  high  technology  manufactures  and  in  the 
form  of  data  and  know-how,  is  a  subject  of  concern  to 
many  Americans  and  one  of  the  basic  issues  in  East-West 
trade. 

The  need  to  continue  effective  regulation  of  the  export 
of  strategic  items  and  technology  is  not  at  issue.   The 
Export  Administration  Act  of  1969,  as  amended,  authorizes 
the  President  to  control  exports  to  the  extent  required 
in  order,  among  other  purposes,  "to  exercise  the  necessary 
vigilance  over  exports  from  the  standpoint  of  their 
significance  to  the  national  security  of  the  United  States." 
Pursuant  to  this  statute,  and  the  regulations  promulgated 
thereunder,  the  export  from  the  U.S.  to  socialist  countries 
of  both  strategic  goods  and  data  is  effectively  controlled. 
In  addition,  the  U.S.  participates  in  an  international 
strategic  control  (COCOM)  system  operated  by  the  NATO 
countries  (except  Iceland)  and  Japan. 

A  description  of  the  workings  of  these  export  control 
systems  —  both  U.S.  and  COCOM  —  together  with  statistical 
data  describing  U.S.  operations,  is  contained  in  Appendix  F 
to  this  statement.   The  U.S.  controls  are  administered 
primarily  by  the  Commerce  Department,  in  close  cooperation 
with  other  Government  agencies,  especially  the  Departments 
of  Defense  and  State.   The  administration  of  these  controls 
is  thorough,  painstaking  and  complete,  and  is  aimed  at 
barring  export  transactions  that  would  make  a  significant 
contribution  to  the  military  potential  of  the  socialist 
countries . 

What  is  at  issue,  then,  is  the  sale  of  non-strategic 
technology  —  in  the  form  both  of  high  technology  goods 
and  of  technical  data  and  know-how. 

Acquisitions  of  Western  commercial  technology  by  the 
socialist  countries  are  generally  accomplished  through 
the  following  channels: 

technology  embodied  in  high  technology  manufactures 

-purchase  of  machinery  and  equipment 
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-purchase  of  prototypes 
-purchase  of  turnkey  plants 

acquisition  of  data  and  know-how 

-purchase  of  licenses  for  cash  or  by  product  payback 
-scientific  and  technical  cooperation  agreements 
-other  forms  of  industrial  cooperation  agreements 

For  the  most  part,  socialist  imports  of  Western  technology 
in  recent  years  have  consisted  principally  of  machinery, 
equipment  and  know-how  needed  to  modernize  production  of 
basic  industries  (such  as  chemicals  and  automobiles) . 
Increasing  concern  for  consumer  welfare  has  also  led  to 
some  purchases  of  technology  (ranging  from  tableware  to 
sausage  plants)  to  increase  the  output  and  improve  the 
quality  of  domestically  produced  consumer  goods  items. 

Although  it  is  impossible  to  ascribe  a  dollar  value  to  the 
whole  range  of  such  transfers,  some  approximations  can  be 
made  relative  to  technology  embodied  in  high  technology 
manufactures,  since  these  transfers  are  reflected  in  inter- 
national trade  data.   Data  describing  the  dollar  volume  of 
direct  socialist  country  imports  from  the  industrialized 
Western  countries  in  SITC  product  category  7,  which 
includes  machinery  and  transport  equipment,  can  reasonably 
serve  as  a  barometer  of  socialist  imports  of  embodied 
technology.   These  imports  have  increased  rapidly  in  the 
years  since  1972,  totalling  some  $7  billion  in  1974. 
Although  the  rate  of  increase  has  varied  substantially 
among  the  socialist  countries,  all  evidence  an  increased 
demand  for  Western  machinery  and  equipment  embodying  high 
technology.   The  U.S.  share  of  these  Western  exports  has 
been  relatively  small,  $533  million  in  1974,  or  about 
7.6  percent  of  the  $7  billion  total  of  machinery  and 
equipment  going  to  the  socialist  countries. 

Although  not  all  of  these  imports  were  motivated  by  a 
desire  to  obtain  technology  (for  example,  some  imports 
may  be  needed  simply  to  fill  temporary  shortfalls  in 
domestic  production  of  similar  machinery  or  equipment 
embodying  equivalent  technology) ,  scarce  hard  currency 
resources  would  rarely  be  used  for  purchases  unless  a 
unique  or  more  advanced  Western  technology  embodied  in 
the  equipment  is  to  be  gained. 
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Efforts  to  measure  the  value  or  amount  of  flows  of 
technology  in  the  form  of  technical  data  from  West  to 
East  are  even  more  imperfect  than  in  the  case  of  tech- 
nology embodied  in  machinery  and  equipment.   There  is 
no  standard  Western  system  for  gathering  information 
on  the  transfer  of  technical  data  under  license  and  no 
practical  means  of  quantifying  the  value  of  the  data 
transferred.   Rather,  one  is  effectively  limited  to 
observations  of  the  number  of  licenses  issued,  coop- 
eration agreements  signed,  etc.  as  a  barometer  of 
activity.   While  even  this  kind  of  information  is 
sketchy  in  its  availability,  every  indication  we  have 
is  that  licensing  and  cooperation  agreements  between 
East  and  West  are  increasing  rapidly. 

Given  the  U.S.  position  of  technological  leadership  in 
many  fields,  and  the  high  esteem  in  which  the  U.S. 
product  is  held  by  socialist  buyers,  if  there  is  a 
further  normalization  and  expansion  of  our  trade 
relations  with  the  socialist  countries,  both  the  dollar 
value  of  U.S.  exports  of  technology  to  the  socialist 
countries  and  our  share  of  total  Western  technology 
exports  could  increase  significantly  over  the  19  75t80 
period. 

In  that  we  are  already  selling  some  volume  of  non- 
strategic  technology  to  socialist  countries  and  since 
we  may  sell  larger  quantities  if  our  trading  relation- 
ship with  them  expands  further,  it  is  important  to  ask 
and  answer  a  fundamental  question:   "Is  it  desirable 
for  the  United  States  to  sell  non-strategic  technology 
to  the  socialist  countries,  either  in  the  form  of  equip- 
ment or  know-how?" 

The  answer  is  that  the  reasons  for  selling  non-strategic 
technology  to  the  socialist  countries  are  basically  the 
same  as  those  for  any  American  export  of  goods  or 

technology  to  non-socialist  countries.   Sales  of 
technology  and  high  technology  goods  produce  dollar 
income  that  helps  the  U.S.  balance  of  payments,  supports 
the  exchange  rate  of  the  dollar,  and  helps  pay  for  energy 
and  other  imports.   These  sales  represent  normal, 
continuing  business  transactions  that  create  jobs  now 
and  supply  income  for  the  new  investment  needed  to  develop 
new  technology  and  thus  assure  future  jobs. 

Competition  among  Western  companies  to  make  sales  to  the 
socialist  countries  is  vigorous.   But  because  the  United 
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States  is  a  world  leader  in  many  fields  of  technology/ 
American  companies  often  win  over  their  Western 
competitors  in  sales  of  goods  embodying  high  technology. 
Such  sales  are  frequently  not  one-time  transactions. 
Rather,  they  tend  to  involve  the  buyer  in  using  the 
seller's  particular  systems  and  thereby  to  develop  a 
future  need  for  more  technology  and  equipment  associated 
with  these  systems.   Thus,  sales  of  high  technology  goods 
and  services,  more  than  other  kinds  of  sales,  may  lay  the 
groundwork  for  additional  future  sales  and  the  economic 
benefits  such  sales  bring. 

A  basic  characteristic  of  world  technological  leadership 
is  that  it  can  be  maintained  only  by  consistently  advancing 
the  national  level  of  technology  efforts.   Unfortunately 
for  the  world  leader,  technology  is  not  static.   Techno- 
logical leadership  is  not  a  commodity  that  can  be  main- 
tained by  hoarding  its  use  within  a  country's  borders. 
Research  laboratories  around  the  globe  are  constantly 
pushing  ahead  the  state  of  the  art.   In  those  fields  of 
technology  where  the  United  States  now  has  world  leader- 
ship, it  is  only  a  matter  of  time  before  other  countries 
reach  and  pass  the  present  U.S.  level.   Consequently,  to 
maintain  our  lead,  U.S.  companies  must  maintain  a  high  level 
of  investment  in  research  and  development.   Selling 
technology  in  East-West  trade  provides  American  companies 
with  revenue  for  their  research  and  development  and,  at  the 
same  time,  the  prospect  of  sales  to  an  enlarged  world 
market  including  the  East  furnishes  an  additional  incentive 
for  these  companies  to  invest  in  their  research  and 
development. 

Given  the  dynamic  nature  of  technology,  that  which  is 
transferred  is  frequently  the  older  or  obsolescing 
technology  and  transfers  to  subsidiary  or  peripheral 
producers  add  to  its  income  producing  life.   Moreover, 
given  the  relative  inaccessibility  of  socialist  country 
markets  and  their  perennial  hard  currency  shortages,  the 
U.S.  firm  frequently  does  not  have  the  alternative  of 
exporting  consumer  goods  to  them.   Thus,  sales  of  tech- 
nology may  yield  returns  to  the  U.S.  firm  which  could  not 
be  realized  through  product  exports. 

Nor  can  the  U.S.  unilaterally  impose  an  effective  embargo 
on  the  transmission  of  non-strategic  technology  to 
socialist  countries.   If  an  American  firm  passes  up  a 
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sale  of  non-strategic  technology  in  East-West  trade, 
the  same  sale,  or  sale  of  a  nearly  equivalent  technology 
may  well  be  made  by  a  competing  company  from  another 
Western  country. 

If  selling  non-strategic  technology  in  East-West  trade 
offers  all  these  advantages,  are  there  any  drawbacks? 
Could,  for  example,  acquisition  of  this  technology  so 
strengthen  the  socialist  national  economies  as  to 
endanger  the  U.S.  national  security?   Could  these  coun- 
tries use  the  purchased  technology  to  manufacture  goods 
that  would  undersell  American  goods  in  third  country 
markets  because  their  centrally  planned  economies  might 
ignore  normal  commercial  constraints  in  their  pricing? 
Could  these  countries  flood  the  American  market  with 
low  priced  goods? 

Concerns  about  a  strengthening  of  socialist  economies 
usually  involve  the  Soviet  Union,  by  far  the  strongest 
socialist  country  economically  and  militarily.   With 
respect  to  American  sales  of  non-strategic  technology  to 
the  Soviet  Union,  at  least  two  considerations  should  be 
borne  in  mind.   First  of  all,  the  American  choice  is  not 
whether  non-strategic  technology  will  be  sold  to  the 
Soviet  Union.   The  Soviet  Union  buys  the  over-whelming 
majority  of  the  Western  technology  it  acquires  from 
Western  countries  other  than  the  United  States.   While 
comparable  data  are  not  available  for  the  transfer  of 
technology  in  the  form  of  technical  data,  insofar  as 
technology  embodied  in  goods  is  concerned,  during  the 
years  19  69  through  19  7  3   the  Soviet  Union  bought  from 
American  companies  an  average  of  8  percent  of  the  manu- 
factured goods  tending  to  embody  technology  (SITC  7)  it 
imported  from  the  Industrialized  West.   Our  competitors 
will  continue  their  sales  of  non-strategic  technology 
(strategic  technology  is  jointly  controlled  by  ourselves 
and  our  COCOM  partners)  regardless  of  what  the  United 
States  decides  to  do.   In  most  fields,  companies  of 
other  Western  nations  sell  products  and  technology  com- 
parable to  that  available  from  the  United  States.   In 
those  few  technological  fields  where  the  American  product 
is  clearly  superior,  there  is  likely  to  be  available 
elsewhere  in  the  West  some  serviceable,  albeit  not  equally 
advanced  model.   Consequently,  the  essential  American 
choice  is  not  whether  non-strategic  technology  is  to  be 
sold  to  the  Soviet  Union  and  other  socialist  countries, 
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but  rather,  whether  American  companies  should  participate 
in  the  benefits  from  these  sales  that  are  going  to  occur  in 
any  event . 

A  second  consideration  is  that  the  role  in  the  Soviet  economy 
of  Western  technology  in  general,  and  U.S.  technology  in 
particular,  is  less  significant  than  many  believe. 

As  mentioned  above,  Soviet  purchases  of  American  manufactured 
goods  —  the  kind  of  imports  that  embody  technology  —  have 
been  running  close  to  eight  percent  of  Soviet  purchases  of 
similar  manufactured  goods  from  the  Industrialized  West.   More 
revealing,  total  imports  by  the  Soviet  Union  of  technology 
embodying  manufactured  goods  from  the  Industrialized  West 
were  about  one-half  of  one  percent  of  the  Soviet  gross 
national  product. 

Of  course,  these  data  alone  do  not  reflect  the  total  effects 
of  transfers  of  technology.   In  those  instances  where 
purchased  Western  technology  helps  overcome  particular 
bottlenecks  in  the  Soviet  economy,  it  may  have  a  significance 
beyond  that  suggested  by  these  percentage  figures .   But  in 
terms  of  the  total  Soviet  national  economy, the  impact  is 
relatively  small. 

More  important,  nowever,  to  those  who  are  concerned  about  the 
possibility  of  transfers  of  technology  providing  the  U.S.S.R. 
and  other  socialist  countries  a  significant  means  of 
narrowing  the  East-West  technology  gap,  or  even  of  leap- 
frogging ahead  of  the  West,  is  the  fact  that  the  impact  of 
imported  technology  is  limited  in  the  U.S.S.R.  and  other 
socialist  countries  by  the  difficulties  inherent  in  a 
centrally  planned  economic  system.   By  reason  of  their 
severe  incentive,  organizational  and  infrastructure  deficiencies, 
these  countries  have  only  a  moderate  capacity  to  absorb  technology 
imported  from  abroad.   Certainly,  the  net  effect  of  acquiring 
Western  technology  is  beneficial  to  the  Soviet  Union  and  the 
other  socialist  countries,  or  they  would  not  spend  valuable 
hard  currency  for  this  purpose.   But  just  as  certainly,  the 
Western  market  economy  system  provides  the  incentive, 
organization  and  infrastructure  to  develop  and  implement 
still  more  advanced  technology.   The  revenue  obtained  from 
sales  of  existing  non-strategic  technology  is  valuable  to 
Western  companies  and  the  national  economies  they  represent. 

What  of  the  prospect  of  goods  manufactured  in  socialist 
countries,  using  American  technology,  competing  with  American 
goods  in  third  country  markets  or  even  in  the  U.S.  market? 
Here  again,  because  of  its  economic  strength,  most  see  the 
Soviet  Union  as  the  principal  threat.   However,  for  the 
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foreseeable  future,  Soviet  imports  of  goods  embodying  U.S. 
technology  are  to  aid  Soviet  production  for  domestic  markets, 
where  severe  shortages  exist.   In  most  instances  where  they 
have  produced  relatively  high  technology  goods  for  exports , 
difficulties  with  quality  control  and  provision  of  after- 
sales  servicing  have  significantly  limited  penetration  of 
foreign  markets.   The  other  socialist  countries  have  generally 
similar  problems. 

As  for  a  flooding  of  the  domestic  American  market  with  low 
priced  goods  manufactured  in  socialist  countries  using 
American  technology,  again  there  should  be  no  serious  problem. 
Many  imports  into  the  United  States  from  socialist  countries 
have,  to  a  greater  or  lesser  degree,  quality  and  after-sales 
servicing  problems  which  limit  their  saleability  in  the  U.S. 
market.   Nevertheless,  imports  from  socialist  countries  have 
obtained  and  will  continue  to  obtain  some  small  share  of  the 
domestic  American  market.   However,  in  most  instances,  this 
share  will  not  be  gained  at  the  expense  of  domestic  American 
production,  but  rather  will  simply  substitute  for  imports 
from  other  foreign  sources.   Additionally,  there  is  one  further 
and,  if  necessary,  very  firm  line  of  defense  for  domestic 
American  producers.   The  Trade  Act  of  1974  contains  a  market 
disruption  section  that  applies  only  to  products  of  communist 
countries.   Pursuant  to  this  section,  in  the  event  that 
imports  from  any  of  these  countries  disrupt  a  domestic 
American  market,  the  President  is  authorized  to  impose 
restrictions  or  take  various  other  actions  on  such  imports 
to  remedy  the  market  disruption. 

A  final  consideration  related  to  technology  sales  in  East- 
West  trade  is  that  it  is  a  two-way  street.   Most  transfers 
of  technology  are,  to  be  sure,  from  American  companies  to 
socialist  countries.   But  American  companies  have  also 
purchased  from  socialist  sources  technology  that  has  proved 
valuable  to  these  firms.   Examples  of  this  reverse  flow 
of  technology  from  the  Soviet  Union  alone  include  underground 
coal  gasification  technology,  a  mechanical  suturing  device 
for  use  in  operating  rooms,  an  electro-magnetic  aluminum 
casting  technique,  tunneling  technology,  pharmaceutical 
technology,  and  an  evaporative  process  for  cooling  blast 
furnaces . 

In  sum,  sales  of  American  technology  to  socialist  countries 
involve  only  non-strategic  technology  --  U.S.  and  COCOM 
controls  bar  the  transfer  of  strategic  technology.   The 
sale  of  non-strategic  technology  is  an  important  source 
to  American  companies  of  revenue  for  research  and  develop- 
ment indispensable  to  maintaining  America's  technological 
leadership  in  the  world.   American  sales  of  non-strategic 
technology  also  help  to  pay  for  our  imports  from  abroad 
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and  provide  jobs  here  at  home.   The  disadvantages  of 
these  technology  sales  seen  by  some  —  undue  enhancement 
of  the  socialist  economies  or  their  capacity  to  produce 
goods  that  compete  with  American  goods  —  exist  more  in 
theory  than  in  fact.   Indeed,  selling  non-strategic 
technology  to  the  socialist  countries  is  —  and  should 
continue  to  be  —  an  especially  effective  way  for  the 
United  States  to  capitalize  on  a  comparative  advantage 
that  has  developed  out  of  our  American  economic  system. 


SUMMARY 

In  taking  the  measure  of  our  situation,  this  is  what  I  see. 
East-West  trade  is  a  global  operation,  involving  all  the 
industrialized  Western  nations  and  all  the  socialist 
countries.   In  1974  its  volume  reached  over  $43  billion. 
We  are  late-comers  to  this  trade  and  play  only  a  minor 
role  in  it.   The  initiatives  to  expand  commercial  relations 
with  the  socialist  countries  of  the  world  and  our  role  in 
East-West  trade,  begun  in  the  early  19  70 's,  are  now 
stagnating. 

Certain  provisions  of  the  Trade  Act  of  19  74  have  made  it 
extremely  difficult  to  normalize  commercial  relations  with 
most  socialist  countries.   By  discriminating  against  them, 
the  provisions  restricting  the  use  of  normal  export  credit 
and  tariff  practices  affect  not  only  the  U.S.  ability  to 
complete  in  East-West  trade,  but  these  provisions  and  their 
impact  on  the  American  public   have  left  some  U.S.  firms 
uncertain  as  to  whether  they  should  commit  resources  to 
East-West  trade. 

The  U.S.  is  and  must  continue  to  be  a  major  trading  nation. 
We  must  import  to  obtain  the  materials  needed  to  fuel  our 
production  and  we  must  export  to  utilize  our  productive 
capacity  fully.   As  traders,  we  cannot  afford  to  handicap 
our  trading  relationships  with  nearly  a  third  of  the 
world's  population. 

Partly  as  a  result  of  earlier  aloofness,  we  are  well 
behind  our  West  European  and  Japanese  competitors  in  the 
development  of  commerce  with  the  socialist  world.   We  have 
already  lost  significant  trading  opportunities.   If  we  now 
fail  to  press  forward  the  trade  normalization  initiatives 
of  recent  years,  the  economic  costs  of  lost  opportunities 
in  the  years  ahead  can  be  great  indeed. 

I  welcome  a  thorough  review  of  the  U.S.  role  in  East-West 
trade  by  the  Congress  and  the  American  public.   I  am 
confident  that  their  informed  judgment  will  support  those 
steps  necessary  to  achieve  normalized  commercial  relation- 
ships with  the  socialist  countries  and  an  environment  in 
which  American  business  can  successfully  compete  for  an 
expanded  share  of  the  fast  growing  trade  between  the 
industrialized  Western  nations  and  the  socialist  countries. 


APPENDIX  A 
HISTORY  OF  EAST-WEST  TRADE 


The  Pre-World  War  II  Setting 

The  beginnings  of  what  we  now  call  East-West  trade 
go  back  to  the  1920 's  when  Western  industrial 
concerns  became  involved  in  development  projects  in 
the  Soviet  Union.   Names  we  frequently  hear  today  as 
leaders  in  East-West  trade  —  Pullman,  International 
Harvester,  and  Singer,  to  name  a  few  —  were  among  the 
participants  in  these  first  East-West  commercial  ventures. 

In  1931,  a  major  portion  of  U.S.  exports  in  certain 
commodity  areas  went  to  the  U.S.S.R.   For  example,  the 
Soviets  took  over  60  percent  of  U.S.  machine  tool  exports 
and  three-fourths  of  our  tractor  and  forging  equipment 
exports . 

In  19  34  the  U.S.  Export-Import  Bank  was  formed 
specifically  to  finance  trade  with  the  U.S.S.R.   The 
following  year,  the  first  U.S. -Soviet  trade  agreement 
was  signed,  granting  the  Soviet  Union  most-favored 
nation  tariff  treatment  in  exchange  for  a  commitment 
to  purchase  a  fixed  amount  of  American  products  each 
year. 

At  the  same  time  the  independent  countries  of 
Eastern  Europe  had  become  the  scene  of  extensive 
economic  activity  by  Western  firms,  including  a 
number  of  U.S.  companies.   By  19  38  trade  with  the 
Soviet  Union,  Eastern  Europe,  and  China  accounted 
for  a  respectable  12  percent  of  the  total  trade  of 
the  developed  Western  countries  and  Japan.   In 
percentage  terms  this  was  the  high-water  mark  of 
"East-West  trade,"   which  has  not  been  equalled 
since . 

World  War  II  to  1950 


During  World  War  II  the  German  occupation  of  large 
parts  of  Europe  disrupted  these  established  trade 
relations ,  which  were  never  to  be  resumed  in  the 
same  manner  because  of  the  changes  wrought  by  the 
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war.   Although  little  normal  commercial  trading 
between  East  and  West  took  place  during  this  period, 
the*  alliance  with  the  U.S.S.R.  spurred  the  volume 
of  shipments  from  the  United  States  under  the  Lend- 
Lease  program  to  a  level  unequalled  by  previous 
commercial  trade  between  the  two  countries. 

In  the  immediate  post-war  period  the  total  volume 
of  trade  in  Eastern,  as  well  as  Western  Europe, 
was  greatly  depressed  by  the  destruction  of  the 
economies  in  the  countries  directly  affected  by 
the  war.   It  was  in  this  immediate  post-war  period 
that  the  U.S.  attained  what  was  to  be  its  most 
sizeable  share  in  East-West  trade  for  two  decades. 

1950-1953 

This  period  was  characterized  by  unprecedented 
political  East-West  tensions,  with  East  and  West 
moving  toward  opposite  poles  in  foreign  economic 
policy  as  well  as  in  their  political  relations. 
Not  surprisingly,  East-West  trade  reached  its 
lowest  ebb  during  this  period.   The  expansion  of 
Soviet  political  influence  in  Eastern  Europe  had 
been  accompanied  by  a  concerted  effort  to  reorient 
the  Eastern  European  countries '  trade  toward  the 
U.S.S.R.  and  toward  one  another.   While  in  19  48 
Western  Europe  alone  still  accounted  for  nearly  half 
of  the  Eastern  European  countries'  trade  (excluding 
the  U.S.S.R.) ,  by  1953  their  trade  with  the  entire 
non-communist  world  had  fallen  to  between  14  and 
23  percent,  with  only  Poland's  share  as  high  as  30 
percent . 

On  the  part  of  the  West  this  period  saw  the 
emergence  of  an  economic  containment  policy  as 
the  United  States  launched  a  sophisticated  pro- 
gram to  control  exports  of  U.S.  goods  and 
technology  in  19  48,  which  was  written  into  law 
with  the  passage  of  the  Export  Control  Act  in  1949. 
At  that  time  the  United  States  also  enlisted  its 
NATO  allies  (except  Iceland)  and  later,  Japan,  in 
the  formation  of  COCOM  (Coordinating  Committee)  in 


order  to  establish  ground  rules  for  a  common 
policy  on  export  control  and  to  standardize  the 
list  of  items  prohibited  from  export  to  communist 
states . 

In  the  Far  East,  U.S.  trade  with  China  continued  at  a 
significant  level  for  a  year  after  the  establishment 
of  the  People's  Republic  of  China  in  19  49.   From  its 
inception,  however,  the  PRC  was  recognized  as  a 
potential  adversary  and  in  July  1950  COCOM  controls 
over  items  of  strategic  concern  were  imposed  on  China. 
Although  the  U.S.  share  of  China's  total  trade  exceeded 
22  percent  in  1950,  it  dropped  precipitously  at  the 
end  of  the  year  following  PRC  entry  into  the  Korean 
conflict.   In  December  1950,  actions  by  the  U.S. 
Government  resulted  in  a  total  embargo  on  exports  to 
China.   By  September  1952,  multilateral  COCOM  controls 
over  exports  to  China  significantly  exceeded  controls 
to  the  other  communist  countries. 

As  another  result   of  the  Korean  hostilities,  extension 
of  most-favored-nation  tariff  treatment  to  communist 
countries  was  revoked  in  19  51  by  passage  of  the 
Trade  Agreements  Extension  Act. 

1953-1960 

The  departure  of  Stalin  and  the  conclusion  of  the 
Korean  War  produced  a  climate  more  conducive  to  a 
renewed  interest  on  both  sides  in  East-West 
trade,  particularly  in  Europe.   In  the  West 
pressures  for  a  unified  stand  on  economic  policy 
and  export  controls  receded.   National  trading 
interests  asserted  themselves  more  strongly  as 
Soviet  and  East  European  commercial  overtures  held 
out  the  promise  of  sizeable  new  outlets  for  Western 
European  industrial  goods  at  a  time  when  industrial 
capacity  in  Western  Europe  was  rapidly  expanding. 
In  the  mid-50 's  the  U.S.S.R.  and  Eastern  European 
countries  negotiated  a  growing  number  of  bilateral 
trade  and  payments  agreements  with  some  Western 
European  nations  on  the  basis  of  MFN .   The  U.S.S.R. 
began  to  place  substantial  orders  for  capital  goods 
with  the  West  Europeans,  who  generated  pressures 
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to  reduce  the  list  of  COCOM  controlled  items.   The 
revisions  agreed  upon  by  mid-19  54  resulted  in  a  one- 
third  reduction  in  the  number  of  items  from  the 
International  List,  but  the  U.S.  chose  to  maintain 
a  much  more  extensive  list  of  goods  subject  to 
unilateral  export  controls. 

At  the  same  time  the  U.S.S.R.  was  able  to  greatly 
expand  its  sale  of  raw  materials,  including  oil, 
to  Western  Europe,  which  in  turn  enabled  it  to 
increase  its  orders  of  equipment  from  these 
countries.   As  a  result  of  these  changes,  trade 
between  West  and  East  European  countries,  including 
the  U.S.S.R.,  expanded  considerably  after  1954. 

There  was  no  comparable  overall  expansion  in  U.S. 
commerce  with  East  Europe  during  the  second  half 
of  the  50 's.   Beginning  in  19  56,   following  the 
uprisings  in  Poland  and  Hungary,  the  United  States 
began  to  differentiate  its  policy  toward  the 
individual  communist  countries.   In  1957  a  special 
policy  toward  Poland  was  initiated  that  resulted  in 
PL-480  commodity  sales  for  local  currency  totalling 
over  half  a  billion  dollars,  a  reduction  of  export 
controls  to  Poland,  availability  of  20-year  credits 
through  the  Export-Import  Bank,  and  eventually, 
at  the  end  of  1960,  restoration  of  U.S.  MFN  tariff 
treatment.   With  respect  to  the  U.S.S.R.,  however, 
events  during  this  decade  and  the  general  perception 
of  the  Soviet  Union  in  this  country  prevented  any 
effective  effort  to  alL.er  our  policy,  notwithstanding 
a  number  of  indications  of  Soviet  interest  in 
reestablishing  commercial  ties.   These  included  a 
letter  in  19  58  by  Soviet  Premier  Khrushchev  to  President 
Eisenhower  proposing  inter-governmental  commercial 
negotiations  to  lay  the  groundwork  for  substantial 
exchanyes  of  industrial  goods  for  raw  materials  and 
normalization  of  tariff  and  credit  relations. 


While  most   COCOM  members    abolished   export   controls 
to   China  over   and   above   those    to   Eastern  Europe 
in   19  57,    the    United  States    continued   a   substantial 
embargo   on   trade  with   the  PRC   until    19  71. 

1960-1969 

During  the  1960 's  U.S.  trade  with  the  communist 
countries  generally  continued  to  stagnate.   U.S. 
policies  on  East-West  trade  fell  further  out-of- 
step  with  those  of  our  Western  European  allies 
and  Japan,  which  were  not  affected  for  long  or  to 
the  same  extent  by  developments  in  Berlin,  Cuba, 
Czechoslovakia  and  Vietnam. 

While  Western  Europe,  Canada  and  Japan  were  trading 
with  the  East  on  the  basis  of  MFN  and  were  pro- 
gressively lowering  quantitative  import  restrictions, 
the  U.S.  Congress  in  1962  removed  all  Presidential 
discretion  in  the  matter  of  restoring  MFN  to 
individual  Eastern  European  countries. 

Although  other  Western  nations  were  making  available 
medium  and  long-term  credits  for  Soviet  and  East 
European  industrial  purchases  beginning  in  196  3, 
with  outstanding  credits  to  the  East  amounting  to 
over  $2.5  billion  by  the  end  of  the  decade,  the  United 
States  in  1968  legislated  what  amounted  to  an  absolute 
prohibition  on  Eximbank  export  credits  to  the  East 
for  the  duration  of  the  Vietnam  War.   Waiver  authority 
for  the  President  was  not  restored  until  1971. 

While  West  European  grain  shipments  to  Eastern  Europe 
were  eligible  for  export  subsidies,  the  United  States 
progressively  restricted  government  financing  of  surplus 
farm  products  and  in  196  4  cut  off  all  government 
credits  for  agricultural  exports  to  communist  countries. 

Positive  developments  during  the  decade  included  a 
special  Attorney  General  opinion  permitting  commercial 
financing  by  private  firms  of  exports  to  the  East, 
but  in  practice  this  did  not  prove  a  significant 
stimulus  to  trade.   A  special  relationship  with  Romania 
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began  in  196  4,  as  that  country  assumed  an  increasingly 
independent  foreign  policy  stance.   A  major  wheat  sale 
to  the  U.S.S.R.  led  to  an  upsurge  in  U.S.  exports  in 
1964,  but  this  remained  a  one-shot  affair,  because  of 
subsequent  imposition  of  special  U.S.  shipping  require- 
ments placed  on  U.S.  exports  to  Eastern  Europe.   Later 
a  substantial  sale  of  automotive  equipment  to  the 
U.S.S.R.  occurred.   A  bilateral  civil  air  agreement 
with  the  U.S.S.R.  was  negotiated  in  19  6  7  ushering  in 
direct  air  service  between  the  two  countries. 

Efforts  to  effect  a  more  basic  change  in  U.S.  East- 
West  trade  policy  included  a  positive  recommendation 
by  the  Presidentially  appointed  Miller  Committee  in  1965, 
the  Administration's  proposed  East-West  Trade  Relations 
Act  of  1966,  and  a  proposed  Reciprocal  Trade  Agreements 
Act  introduced  in  the  Senate  in  196  8.   Against  the 
background  of  the  growing  bitterness  of  the  conflict 
in  Vietnam,  however,  these  efforts  were  destined  to 
wither  on  the  vine. 


1969  to  Present 

Toward  the  end  of  the  decade  both  the  Administration 
and  Congress  began  to  move  toward  improving  the 
conditions  under  which  American  firms  could  participate 
in  the  increasing  opportunities  offered  by  East- 
West  trade.   In  the  1969  Export  Administration  Act, 
Congress  included  a  specific  endorsement  of  trade  in 
peaceful  goods  between  U.S.  firms  and  all  countries 
with  which  the  United  States  had  commercial  relations. 

On  the  Administration's  part,  travel  restrictions  with 
respect  to  China  were  lifted  in  several  stages  per- 
mitting travel  by  Americans  to  the  PRC  in  the  spring  of 
19  71.   Shipping  and  trade  restrictions  also  were 
successively  eased,  leading  to  announcement  of  a  list 
of  commodities  that  could  be  freely  traded  and  a  June, 
19  71  removal  of  Treasury  Foreign  Assets  Control 
Regulations  that  had  prohibited  PRC  imports  into  the 
United  States. 

Sino-American  commercial  relations  reached  a  take-off 
point  with  the  signing  of  the  Shanghai  Communique  on 
January  28,  1972,  during  the  President's  visit  to  China. 
The  United  States  and  China  announced  that  they  would 
begin  working  toward  facilitating  the  progressive 
development  of  bilateral  trade. 

Further  progress  was  made  in  April  1972, when  the  PRC 
for  the  first  time  invited  American  firms  to  attend  the 
Spring  Chinese  Export  Commodities  Fair  held  in  Canton. 
American  purchases  at  the  fair  represented  the  first 
direct  trade  between  the  two  countries  since  1949. 

A  year  later,  a  U.S.  Liaison  office  in  Peking  officially 
opened, pursuant  to  a  February  1973  joint  communique. 

Although  commercial  relations  between  the  United  States 
and  China  have  not  yet  been  fully  normalized,  the  volume 
of  trade  has  expanded  substantially.   From  a  1972  level 
of  $32  million,  United  States  imports  from  the  PRC 
increased  to  $64.0  million  in  1973  and  $114.7  million 
in  1974.   United  States  exports  grew  from  $60.2  million 
in  1972,  to  $689.1  million  in  1973  and  to  $S20.5 
million  in  1974. 
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With  respect  to  Eastern  Europe,  President  Nixon's 
visit  to  Romania  in  August  of  1969  ,  the  first  by 
a  U.S.  President  to  a  Warsaw  Pact  country,  focused 
attention  on  an  area  of  the  world  which  had  long 
been  neglected  by  U.S.  businessmen  and  policymakers. 
Less  than  a  year  later  Assistant  Secretary  of 
Commerce  Harold  Scott  led  the  first  U.S.  Government 
trade  mission  to  Eastern  Europe  to  survey  the 
potential  for  expanded  trade.   These  initial  efforts 
by  the  United  States  set  the  tone  for  the  generally 
favorable  developments  which  were  to  follow. 

Most  notable  have  been  the  gains  made  with  Romania 
and  Poland.   In  April  of  1971  the  Secretary  of 
Commerce  visited  Romania  and  in  November  of  that 
year  Romania  was  made  eligible  for  Export-Import 
Bank  credits.   The  following  March,  the  loan  guarantees 
and  investment  insurance  programs  of  the  Overseas 
Private  Investment  Corporation  (OPIC)  were  made 
available  to  Romania.   Romanian  eligibility  for 
these  programs  was  suspended  earlier  this  year  as  a 
result  of  the  passage  of  the  Trade  Act,  but  has 
been  restored  with  the  signing  of  the  U.S.-  Romanian 
Trade  Agreement. 

For  their  part  the  Romanians  took  a  number  of  steps 
to  expand  and  facilitate  trade  with  the  world.   In 
November  1973  Romania  became  the  first  and  only  communist 
country  to  join  the  IMF  and  IBRD.   Of  more  practical 
importance  to  the  American  businessman  were  Romanian 
measures  to  make  their  own  trading  system  more 
accessible  to  foreign  companies,  culminating  in  the 
Romanian  laws  and  regulations  of  1971  and  19  72 
permitting  the  formulation  of  joint  ventures  with 
foreign  firms  and  the  decree  of  1971  which  allowed 
foreign  firms  to  establish  their  own  offices  in 
Romania. 

As  a  first  step  toward  improving  trade  ties  with  the 
U.S.S.R. ,  the  Secretary  of  Commerce  in  November  1971 
headed  a  delegation  to  Moscow  to  explore  major  issues 
hampering  U.S. -Soviet  commercial  relations,  including 
Lend-Lease  debt,  tariff  treatment  and  credits. 
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A  joint  U.S.  Department  of  Commerce/U.S .S. R. 
Ministry  of  Foreign  Trade  fact  finding  group, 
agreed  upon  during  this  visit,  met  in  Washington 
in  January  19  72  to  study  trade  prospects  -  for 
specific  products  in  both  directions,  joint  pro- 
ject possibilities  and  the  situation  in  patents 
and  licensing.   This  was  followed  by  the  initia- 
tion in  early  April  of  U.S. -Soviet  negotiations 
on  a  Lend-Lease  settlement.   When  U.S.S.R.  Minister 
of  Foreign  Trade  Patolichev  visited  Commerce 
Secretary  Peterson  in  May  1972,  refinement  of  the 
major  bilateral  issues  continued,  setting  the  stage 
for  actual  negotiations  on  MFN,  Eximbank  financing, 
a  possible  trade  agreement,  grain  sales  and  American 
participation  in  the  development  and  sale  of  Soviet 
raw  materials  and  other  products . 

President  Nixon  and  General  Secretary  Brezhnev  were 
sufficiently  encouraged  by  the  progress  in  the 
dialogue  on  commercial  and  related  economic  issues 
that  they  included  among  the  "Basic  Principles  of 
the  Relations  Between  the  United  States  and  the 
Union  of  Soviet  Socialist  Republics,"  agreed  upon 
at  the  first  Moscow  Summit,  the  following  statement: 

"the  United  States  and  the  Soviet  Union 
regard  commercial  and  economic  ties  as 
an  important  and  necessary  element  in 
the  strengthening  of  their  bilateral 
relations  and  thus  will  actively  pro- 
mote the  growth  of  such  ties .   They 
will  facilitate  cooperation  between  the 
relevant  organizations  and  enterprises 
of  the  two  countries  and  the  conclusion 
of  appropriate  agreements,  including 
long-term  ones . " 

To  give  effect  to  these  principles,  a  Joint  Com- 
mercial Commission  was  established,  and  given  the 
specific  charge  of  negotiating  an  overall  trade 
agreement.   The  Trade  Agreement  itself  was  con- 
cluded at  the  second  session  of  the  Commission  in 
October  1972,  at  which  time  concurrent  settlement 
of  the  Lend-Lease  debt  and  the  Maritime  Agreement 
were  also  announced. 


The  Trade  Agreement  provided  that  the  Soviets 
would  place  large  orders  in  this  country  for 
"machinery,  plant  and  equipment,  agricultural 
products,  industrial  products  and  consumer  goods." 
In  fact,  our  total  exports  to  the  U.S.S.R.  amounted 
to  $1.2  billion  in  1973,  more  than  double  the  pre- 
vious year's  level,  and  over  $600  million  in 
1974. 

The  Trade  Agreement  provided  that  government 
commercial  offices  could  be  opened  in  Moscow  and 
Washington.   The  Soviets  have  opened  a  facility  in 
Washington  and  our  commercial  office  in  Moscow 
has  been  open  for  business  for  18  months. 

The  Trade  Agreement  also  stipulated  that  office  faci- 
lities for  private  firms  (in  the  case  of  the  United 
States)  and  government  trading  (in  the  case  of  the 
U.S.S.R.)  would  be  established.   The  Soviets  are 
moving  along  with  plans  to  construct  such  a  complex 
in  Moscow  for  visiting  businessmen,  and  their  pur- 
chasing commission  office  in  New  York  has  been  in 
operation  for  two  years.   Eighteen  U.S.  companies 
have  been  accredited  to  open  offices  in  Moscow. 

The  agreement  provides  that  both  governments  will 
cooperate  in  efforts  to  avoid  disruption  of  their 
respective  domestic  markets  through  exports  of 
products  from  the  other  partner  country.   In  this 
connection  the  Soviet  side  agreed  to  a  procedure 
under  which,  after  consultations,  it  would  not  ship 
products  to  the  United  States  which  the  U.S.  Govern- 
ment has  advised  will  cause,  threaten,  or  contribute 
to  disruption  of  its  domestic  markets. 

Finally,  the  Trade  Agreement  provided  that  each 
country  will  treat  exports  from  the  other  country 
in  a  non-discriminatory  fashion;  i_  .e.  ,  each  country 
will  treat  the  exports  of  the  other  as  it  does  ex- 
ports from  any  other  country.   This  is  another  way 
of  saying  that  we  agreed  to  grant  each  other  most- 
favored-nation  status.   "MFN"  is  the  keystone  of 
the  agreement,  for  without  it  the  trade  agreement 
cannot  come  into  effect. 
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At  the  same  time  as  the  trade  agreement,  but  not 

as  part  of  it,  the  United  States  and  Soviet  Governments 

negotiated  arrangements  to  make  available  to  each  other 

on  a  reciprocal  basis  trade  credit  facilities  which 

are  usual  and  customary  in  the  financing  of  exports. 

On  the  U.S.  side  this  required  a  Presidential  determination 

under  the  legislation  then  in  effect,  that  it  was  in  the 

national  interest  for  the  Eximbank  to  engage  in 

transactions  with  the  Soviet  Union. 

The  Soviets  executed  an  operating  agreement  with 
Eximbank  which  provided  that,  with  respect  to  all 
matters  —  amount  of  credit,  interest  rate,  repayment 
provisions  —  they  would  be  treated  in  the  same 
manner  as  any  other  country.   Eximbank  policies 
concerning  private  participation  in  credit  facilitation 
applied  and  all  credits  in  excess  of  $10  million  were 
subject  to  the  usual  review  by  the  National  Advisory 
Council. 

In  our  relations  with  the  Soviet  Union,  another 
important  development  occurred  at  the  second 
Moscow  Summit  with  the  signing  on  June  29,  1974, 
of  the  Long-Term  Agreement  to  Facilitate  Economic, 
Industrial  and  Technical  Cooperation.   Presently 
this  is  the  only  valid  agreement  between  the 
United  States  and  the  U.S.S.R.  concerning  economic- 
commercial  relations, since  the  Soviet  Union  decided 
in  January  1975  not  to  bring  into  force  the  19  72 
Trade  Agreement. 

In  Eastern  Europe  the  tempo  of  U. S .-Romanian  economic 
relations  quickened  at  the  end  of  19  73  with  the  visit 
of  Romanian  President  Ceausescu  to  the  United  States. 
During  President  Ceausescu 's  visit  a  Joint  Statement 
on  Economic,  Industrial  and  Technological  Cooperation 
was  signed,  containing  a  provision  for  the  establishment 
of  a  bilateral  U.S .-Romanian  Economic  Commission.   The 
following  April  the  Commission  held  its  first  session 
in  Bucharest  under  the  joint  chairmanship  of  Secretary 
of  Commerce  Dent  and  Romanian  Minister  of  Foreign 
Trade  Patan.   A  second  session  is  set  for  late  October 
in  Washington.   Also  during  President  Ceausescu 's 
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visit,  agreement  was  reached  between  the  U.S.  Chamber 
of  Commerce  and  the  Romanian  Chamber  of  Foreign  Trade 
to  form  a  U.S . -Romanian  Economic  Council  whose  function 
would  be  to  facilitate  contact  between  U.S.  and 
Romanian  companies.   The  Council  held  its  first 
meeting  in  May  of  19  74  in  Bucharest  and  had  its  second 
session  in  Washington  in  May  of  this  year.   President 
Ford  visited  Bucharest  in  August,  19  75. 

Perhaps  the  most  significant  development  in  our  trade 
relations  with  Romania  was  the  signature  of  the  U.S.- 
Romanian Trade  Agreement  on  April  2  of  this  year,  after 
several  months  of  careful  negotiations.   Now  that 
Congress  has  approved  the  agreement,  we  believe  that 
it  will  provide  a  firm  basis  for  the  further  development 
of  our  economic  relations  with  Romania,  by  establishing 
the  principle  of  MFN  treatment  in  our  trade  and 
clearing  the  way  for  Romanian  access  to  Export- Import 
Bank  credits. 

In  the  case  of  Poland  our  economic  relations  are 

normal  in  many  respects,  thanks  to  extensive  efforts 

by  the  United  States  and  Polish  Governments  in  recent 

years.   Poland  and  Romania  are  the  only  socialist 

countries  which  presently  enjoy  most- favored-nation 

treatment  and  are  eligible  for  Export- Import  Bank 

credit  programs.   In  December  of  19  71  Secretary  of  Commerce 

Stans  visited  Poland,  to  be  followed  six  months  later 

by  President  Nixon.   During  the  President's  visit  the 

United  States  and  Poland  established  the  joint  American 

Polish  Trade  Commission.   The  Commission  held  its 

first  session  in  Warsaw  in  August  of  1972  under  the  joint 

chairmanship  of  Secretary,  of  Commerce  Peterson  and 

Minister  of  Foreign  Trade  Olechowski.   At  the  second 

Commission  meeting  in  Washington  in  November  of  the 

same  year  several  agreements  were  signed,  including  the 

opening  up  of  Export-Import  Bank  credits  to  Poland. 

In  October  of  last  year  Polish  First  Secretary  Gierek 

paid  an  official  visit  to  the  United  States  and  signed 

six  agreements  relating  to  economic  and  scientific 

matters.   It  was  also  at  this  time  that  the  U.S. 

and  Polish  Chambers  of  Commerce  established  the  joint 

Polish-U.S.  Economic  Council.   President  Ford  visited 

Warsaw  in  July,  19  75. 
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The  Polish  Government  also  has  taken  steps  to 
improve  working  conditions  for  U.S.  firms.   As  a 
result  of  discussions  at  the  November  1972  Commission 
meeting,  Poland  allowed  U.S.  companies  to  have  their 
own  offices  in  Poland.   Access  to  end-users,  generally 
a  problem  for  U.S.  firms  in  the  socialist  countries, 
was  less  difficult  in-  Poland  and  has  continued  to 
improve  over  time. 

Relations  with  Hungary , after  a  slow  start, also  began 
to  move  forward  rapidly  at  the  beginning  of  the  1970 's. 
Signs  of  things  to  come  in  19  70  were  the  agreement 
by  the  Hungarians  to  repay  short-term  credits  extended 
by  U.S.  banks  before  World  War  II  and  the  opening  of 
a  Hungarian  trade  office  in  New  York  in  1970.   In 
September  of  19  71  Postmaster  General  Winton  Blount 
became  the  first  U.S.  Cabinet  official  to  visit  Hungary. 
19  72  witnessed  the  signature  of  U.S .-Hungarian  civil 
aviation  agreement  in  May  and  the  visit  of  Secretary 
of  State  Rogers  in  July.   The  following  February, 
Hungarian  Deputy  Premier  Valyi  visited  the  United 
States  at  the  invitation  of  Secretary  Dent  and  signed 
an  agreement  settling  U.S.  financial  claims  on  Hungary. 
Last  November  Hungarian  Foreign  Trade  Minister  Biro 
came  to  the  United  States. 

Parallel  with  these  events  on  the  official  level,  was 
a  continually  evolving  liberalization  of  Hungary's 
foreign  trade  system, which  made  it  one  of  the 
most  easy  for  American  businessmen  to  deal  with  among 
the  socialist  countries.   Contact  with  end-users  became 
increasingly  less  difficult,  with  a  number  of  Hungarian 
producing  enterprises  gaining  the  right  to  deal  directly 
in  foreign  trade.   In  19  71  and  197  2  Hungary  issued 
legislation  permitting  the  establishment  of  joint 
ventures, and  in  1973  it  passed  a  law  which  allowed 
foreign  firms  to  open  their  own  offices  in  Hungary. 
To  facilitate  further  direct  contact  between  U.S.  and 
Hungarian  companies,  the  U.S.  and  Hungarian  Chambers 
of  Commerce  formed  a  joint  U.S .-Hungarian  Economic 
Council  in  March  of  this  year. 
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Relations  with  Bulgaria  and  Czechoslovakia  have 
moved  more  slowly  than  those  with  other  Eastern 
European  countries,  but  here  too  there  is  evidence 
of  a  desire  to  solve  problems  and  expand  trade. 
In  the  case  of  Czechoslovakia, we  have  not  been  able 
to  take  full  advantage  of  the  considerable  potential 
for  expansion  of  U.S.  exports  because  of  the  failure 
to  resolve  outstanding  financial  issues  and  to  intro- 
duce MFN  and  Export-Import  Bank  credits  into  our 
trade.   MFN  and  Exim  credits  are  also  important  problems 
in  our  commercial  relations  with  Bulgaria.   There  has 
been  some  progress,  however,  in  the  form  of  measures 
taken  by  the  Bulgarians  to  expand  the  possibilities 
for  cooperation  with  foreign  firms.   Evidence  of  the 
improvement  in  U. S. -Bulgarian  relations  was  the  visit 
to  Bulgaria  of  Secretary  Dent  in  April  of  1974,  followed 
by  the  visit  to  the  United  States  of  Bulgarian  Deputy 
Premier  Ivan  Popov  in  September. 

With  respect  to  the  German  Democratic  Republic,  the 
most  industrialized  of  all  the  Warsaw  Pact  countries, 
we  have  just  begun  to  examine  the  possibilities  for 
the  expansion  of  trade.  We  are  hopeful  that  in  the 
future  we  can  move  toward  a  relationship  which  will 
produce  greater  possibilities  for  our  companies  and 
a  general  expansion  of  commercial  activities  between 
our  two  countries. 
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COCOM  Formed 
Export  Control  Act 


Foreign  Assets  Control  Act 
PRC  Embargo 


Trade  Agreements  Extension  Act 

MFN  for  Warsaw  Pact  Countries  Revoked  During  Korean  Conflict 


Poland  MFN  Restored 


Export  Administration  Act 

Presidential  Visit — Romania 

PRC  Trade  Permitted  by  U.S.  Firm  Foreign  Subsidiaries 


U.S.  Imports  From  PRC  Allowed 

Grain  Exports  Eased  to  USSR,  E.E.  and  PRC. 

Eximbank  Operations  Authorized,  Romania 

Sec.  Commerce  Visits  USSR 

$125  Million  US-Soviet  Grain  Sale,  First  Since  1964 


Soviets  Resume  Lend  Lease  Talks 

Presidential  Visit  PRC,  Shanghai  Communique 

US-USSR  Cooperation  Agreement  In  Science  and  Technology 

Presidential  Visit  USSR,  Poland 

American-Polish  Trade  Commission  Established 

US-USSR  Grain  Agreement,  $750  Million  CCC  Credit 

1st  Meeting  US-USSR  Joint  Commercial  Commission — Moscow 

1st  Meeting  American-Polish  Trade  Commission — Warsaw 

Eximbank  Operations  Authorized — USSR 

Jackson  Amendment  First  Introduced 

US-USSR  Maritime  Agreement 


SIGNIFICANT  EVENTS  IN  U.S.  EAST  WEST  TRADE 


US-USSR  Trade  Agreement,  2nd  Meeting  Joint  Commercial  Commission — Washington 

US-USSR  Lend  Lease  Agreement 

Eximbank  Operations  Authorized — Poland 

2nd  Meeting  American-Polish  Trade  Commission — Washington 

1973  May        Inauguration  of  National  Council  US-China  Trade 

US-PRC  Establish  Liaison  Offices 
June        General  Secretary  Brezhnev  Visits  U.S. 
Sep        US-USSR  Trade  and  Economic  Council  Established 

3rd  Session  American-Polish  Trade  Commission — Warsaw 
Oct        3rd  Meeting  US-USSR  Joint  Commercial  Commission — Moscow 
Dec        House  Passed  Trade  Act  With  Vanik  Amendment 

American-Romanian  Economic  Commission  Formed 

Romanian  President  Ceausescu  U.S.  Visit 

1974  Apr     i    1st  Meeting  American-Romanian  Economic  Commission — Bucharest 
May        4th  Meeting  US-USSR  Joint  Commercial  Commission — Washington 

June        Presidential  Visit — Moscow 

US-USSR  Economic,  Industrial  &  Technological  Agreement 
Sep        U.S. -East  Germany  Establish  Diplomatic  Relations 

4th  Meeting  American-Polish  Trade  Commission — Washington 
U.S. -Bulgarian  Economic  Council  Formed 
Export  Administration  Act  Amended 
Polish  First  Secretary  Gierek  Visits  U.S. 
Kissinger-Jackson  Emigration  Letters  Exchanged 
Presidential  Visit — Vladivostok,  USSR 


SIGNIFICANT  EVENTS  IN  U.S.  EAST  WEST  TRADE 


1974  Trade  Act  Enacted 

Soviets  Decline  1972  U.S.  Commercial  Agreement 

Feb        Experts  Meeting — Moscow 

Mar        Hungarian-US  Economic  Council  Formed 

Apr        U.S. -Romanian  Trade  Agreement  Signed,  Submitted  to  Congress 
5th  Meeting  US-USSR  Joint  Commercial  Commission — Moscow 

July        Presidential  Visits — Poland;  Romania 

U.S.  Romanian  Trade  Agreement  Approved  by  Congress.  MFN  for  Romania 

5th  American-Polish  Trade  Commission  Meeting — Warsaw 

2nd  Meeting  American-Romanian  Economic  Council — Washington 
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STATISTICAL  DATA  ON  TRADE  OF  THE 

SOCIALIST  COUNTRIES  WITH  THE  U.S. 

AND  OTHER  INDUSTRIALIZED  WESTERN  COUNTRIES 


The  data  is  this  Appendix  were  extracted  from  a 
May  1975  Bureau  of  East-West  Trade  publication, 
"Selected  Trade  and  Economic  Data  of  the 
Centrally  Planned  Economies." 
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•  Composition  of  Trade  with  U.S. 

and  Other  I.W.  Countries  B-21 

•  Top  Ten  Polish  Imports  from 

the  U.S.  B-22 

Romania:   •   I.W.  Country  Shares  in 

Manufactured  Goods  B-2  3 

•  Composition  of  Trade  with  U.S. 

and  Other  I.W.  Countries  B-24 

•  Top  Ten  Romanian  Imports  from 

the  U.S.  B-25 


PRC:   •   I.W.  Country  Shares  in  Manufactured 
Goods 

•  Composition  of  Trade  with  U.S.  and 

Other  I.W.  Countries 

•  Top  Ten  PRC  Imports  from  the  U.S. 
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B-27 
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DEFINITIONS  AND  ABBREVIATIONS 


Eastern  Europe  (E.E.) 


Bulgaria,  Czechoslovakia,  East 
Germany,   Hungary,  Poland, 
Romania 


PRC 


Centrally  Planned 
Economies  (CPE's) 


Industrialized  West 
(I.W.) 


Other  I.W. 
Other 

FT  155 


SITC 


People's    Republic  of   China 


U.S.S.R. ,  PRC,  Eastern  Europe 


Austria,  Belgium- Luxembourg, 
Canada,  Denmark,  France,  Italy, 
Japan,  Netherlands,  Norway, 
Sweden,  Switzerland,  United 
Kingdom,  United  States,  West 
Germany 

I.W.  minus  U.S. 

Countries  not  included  in  the 
categories  above 

Bureau  of  Census  publication 
of  U.S.  imports  (annual) 

Bureau  of  Census  publication 
of  U.S.  exports  (annual) 

Standard  International  Trade 
Classification 


Major  Eastern  European  Trading  Relations  -  1973 


1.  Bulgaria,  GDR,  Czechoslovakia,  Poland,  Hungary,  Romania. 

2.  Canada,  W.  Germany,  France,  United  Kingdom,  Belgium-Luxemburg, 
Sweden,  Norway, Switzerland,  Italy,  Denmark,  Austria,  Netherlands, 
Japan. 


Country  Handbooks;  U.N    Trade  Data 


Major  PRC  Trading  Relations  -  1973 

(Millions  of  Dollars) 


Sources:  Country  Handbooks;  U.N.  Trade  Data 
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APPENDIX   C 


POTENTIAL    FOR   EAST-WEST   TRADE    IN    THE    19  75-19  80    PERIOD 


Overview 

Size  and  Composition  of  Recent  Trade 

United  States  trade  with  the  socialist  countries, 
although  increasing  rapidly  in  recent  years, 
still  represents  only  a  small  fraction  of  our 
total  trade.   In  19  71,  U.S.  exports  to  all 
socialist  countries  represented  less  than  one 
percent  of  our  total  exports.   Corresponding 
U.S.  imports  in  that  year  amounted  only  to  about 
one-half  of  one  percent.   In  19  73,  due  to  our  huge 
shipments  of  agricultural  commodities,  especially 
to  the  Soviet  Union,  People's  Republic  of  China, 
and  Poland,  U.S.  exports  to  the  socialist  countries 
reached  over  three  and  a  half  percent  of  our  total 
exports .   This  percentage  dropped  to  about  two  and 
a  quarter  in  1974,  mainly  because  of  considerably 
reduced  U.S.  exports  of  foodstuffs,  primarily  to 
the  Soviet  Union.   Our  imports  from  the  socialist 
countries  have  been  rising  steadily  since  19  71, 
reaching  about  one  percent  of  our  total  imports 
in  1974. 

During  the  last  three  years  (1972-1974)  of  increasing 
trade  with  the  socialist  nations,  the  United  States 
has  accumulated  a  trade  surplus  with  that  area  of 
almost  $3.7  billion.   Of  this  amount,  $0.6  billion 
represented  a  surplus  with  Eastern  Europe,  $1.7 
billion  with  the  Soviet  Union,  and  almost  $1.4 
billion  with  the  People's  Republic  of  China.   Aside 
from  foodstuffs,  U.S.  shipments  to  the  socialist 
countries  during  the  past  three  years  consisted 
mostly  of  manufactured  products,  such  as  various 
machine  tools  and  equipment,  pumps  and  compressors, 
aircraft  and  parts,  automotive  manufacturing 
equipment,  and  electrical  machinery  and  apparatus. 
About  one-half  of  all  our  non-agricultural  exports 
to  the  socialist  countries  went  to  the  U.S.S.R. , 


one-third  to  Eastern  Europe,  and  one-sixth  to 
the  People's  Republic  of  China.   Our  total  exports 
to  this  area  during  the  three-year  period  were 
distributed  as  follows:   42  percent  to  the  Soviet 
Union,  30  percent  to  Eastern  Europe,  and  28 
percent  to  the  People's  Republic  of  China. 

Our  imports  from  the  socialist  countries  during 
the  same  three-year  period  amounted  to  over  $1.9 
billion,  of  which  55  percent  came  from  Eastern 
Europe,  34  percent  from  the  Soviet  Union,  and 
11  percent  from  the  People's  Republic  of  China. 
Almost  three-fifths  of  those  imports  consisted 
of  nonagri cultural  commodities,  distributed  as 
follows:   51  percent  from  Eastern  Europe  (mostly 
machinery  and  transport  equipment  and  miscellaneous 
manufactured  articles) ,  37  percent  from  the  Soviet 
Union  (mostly  platinum  group  metals)  ,  and  12 
percent  from  the  People's  Republic  of  China  (mostly 
fabrics,  tin,  and  tin  alloys.) 

Prospects  for  the  Future 

United  States'  prospects  for  future  trade  with  the 
socialist  countries  depend  very  much  on  what 
happens  in  the  U.S.  Congress.   Based  on  the  past 
trends,  commitments  already  made  or  pledged,  and 
assuming  that  commercial  relations  between  the 
United  States  and  the  socialist  countries  are 
normalized  and,  given  an  aggressive  effort  by  U.S. 
business,  our  trade  with  these  countries  in  1980 
could  reach  the  following  levels  (in  billions  of 
U.S.  dollars) .1/ 


1/  The  figures  represent  mid-points  between  the 
upper  and  lower  ends  of  a  projected  range  of 
trade . 
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Potential  Levels  of  U.S .-Socialist  Country  Trade 
in  1980,  Assuming  Normalized  Trading 
Conditions 
(Billions  of  Dollars) 


U.S.  Exports  to 

Total 
Manufactured  Goods 
Agricultural 1/ 

U.S.  Imports  From 

Trade  Turnover 

U.S.  Trade  Balance 


II.   Potential  U.S .-U.S .S .R.  Trade  1975-1980 

U.S.S.R.  trade  with  the  West  over  the  next  five  years 
should  continue  the  significant  growth  registered 
through  1974,  when  it  reached  $16.4  billion, 
representing  a  new  stage  in  U.S.S.R.  economic 
relations  with  the  West.   The  Soviet  leadership 
continues  to  emphasize  the  benefits  of  international 
trade  and  economic  cooperation,  including  trade 
with  the  West.   Under  the  new  Five-Year  Plan  the 
U.S.S.R.  intends  to  expand  its  trade  with  the  West 
with  the  purpose  of  more  easily  attaining  the 
economic  goals  it  has  set  for  the  19  70's. 

The  value  of  Soviet  trade  with  all  countries  has 
grown  by  almost  80  percent  since  19  70  —  more  than 
twice  as  fast  as  called  for  in  the  current  economic 
plan.   The  value  of  trade  with  the  West  has  developed 
even  more  rapidly  than  Soviet  trade  with  other 
socialist  nations  or  developing  countries.   According 
to  Soviet  figures,  trade  with  the  West  constituted 
31.3  percent  of  total  U.S.S.R.  trade  in  1974,  compared 
to  21.3  percent  in  19  70.   Although  inflation  on 
world  markets  is  responsible  for  some  of  the  increase 
in  the  share  of  trade  with  the  West,  it  is  clear 


1/  Agricultural  trade  levels  are  particularly 
difficult  to  estimate  because  both  volume 
and  unit  price  fluctuate  more  widely  from 
year  to  year  than  is  the  case  in  manufactured 
goods . 
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that  this  trade  has  greatly  increased  in 
importance.   The  fact  that  the  growth  of  Soviet 
foreign  trade  in  the  years  1971-74  far  exceeded 
the  planned  rate  confirms  Soviet  statements  that 
the  Soviet  Union  is  placing  increasing  emphasis 
on  foreign  trade,  including  commerce  with  the 
West,  for  the  more  rapid  development  of  its 
economy . 

Advance  indications  are  that  the  U.S.S.R.  in 
19  76-80  plans  to  continue  serious  efforts  to 
modernize  Soviet  industry  through  the  introduction 
of  more  sophisticated  equipment  and  technology, 
including  significant  imports  from  the  West. 
Increases  in  production  must  come  primarily 
through  increased  productivity,  since  the  U.S.S.R. 
has  begun  to  experience  a  serious  decline  in  the 
rate  of  growth  of  labor  resources.   In  the  first 
half  of  the  seventies  the  Soviet  Union  has  begun 
to  rely  to  a  significant  degree  on  imports  from 
the  West  in  modernizing  and  expanding  its  auto 
and  truck  industries,  chemical,  iron  and  steel,  gas 
and  oil,  and  wood  products  industries. 

If  the  economy  of  the  U.S.S.R.  is  to  succeed  in 
fulfilling  avowed  Soviet  plans  for  significantly 
raising  living  standards,  and  at  the  same  time 
continue  the  rapid  increase  in  producer  goods 
production,  imports  of  both  Western  consumer 
goods  and  equipment  for  consumer  and  producer 
goods  industries  will  have  to  continue  to  grow. 

The  commitment  by  the  U.S.S.R.  Government  to  improve 
significantly  the  Soviet  diet  has  led  the  Soviet 
Union  to  purchase  agricultural  products  on  the 
world  market  when  its  domestic  production  has 
fallen  below  planned  requirements.   The  U.S.S.R. 
is  presently  attempting  to  increase  its  crop 
yields  by  importing  agricultural  equipment  and 
technology  from  the  West.   However,  when  the 
harvests  are  insufficient  to  satisfy  requirements 
for  food  and  livestock  feed,  it  will  most  likely 
continue  to  purchase  wheat  and  other  commodities 
in  the  West.   In  connection  with  an  ambitious 
program  for  the  industrialization  of  agriculture, 
the  U.S.S.R.  has  contracted  for  a  large  number  of 
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fertilizer  plants  from  Western  firms  and  has 
concluded  a  $9  billion  fertilizer  exhcange  arrange- 
ment with  a  U.S.  firm.   The  U.S.S.R.  should  continue 
to  purchase  other  agricultural-related  equipment 
in  the  West,  particularly  in  connection  with  a  special 
development  program  of  over  $35  billion  of 
investment  planned  for  the  central  part  of  the 
country . 

Since  19  71  the  U.S.S.R.  has  concluded  over  25' 
major  multi-year  compensation  arrangements  with 
Western  firms,  some  of  these  transactions 
exceeding  a  billion  dollars  in  potential  two-way 
trade.   In  view  of  the  Soviet  Union's  vast  supply 
of  undeveloped  natural  resources,  the  potential 
exists  for  many  more  such  arrangements.   Under  these 
compensation  agreements,  a  foreign  firm  supplies 
equipment  to  the  U.S.S.R.  and  is  subsequently  paid 
by  the  U.S.S.R.  with  Soviet  products,  often  raw 
materials,  obtained  or  transported  with  the  aid  of 
the  Western  equipment.   Under  similar  agreements 
the  U.S.S.R.  is  contracting  to  supply  to  Western 
firms  billions  of  dollars  of  natural  gas,  various 
chemicals,  ores,  timber  and  forest  products,  and 
other  products . 

Western  firms  have  sold  much  equipment  to  be  used 
in  the  development  of  the  Soviet  Far  North,  Siberia, 
and  the  Soviet  Far  East;  and  in  view  of  the  fact  that 
Soviet  officials  have  announced  that  the  largest 
industrial,  transportation,  and  housing  projects 
planned  for  1975-80  will  be  located  in  these 
areas,  sales  of  Western  equipment  for  Siberia  and 
other  underdeveloped  areas  will  probably  increase 
considerably.   The  projects  are  likely  to  be  of 
such  huge  dimensions,  as  in  the  case  of  the  new  trans- 
Siberian  railroad  now  under  construction,  that 
large  inputs  of  Western  equipment  will  be  needed 
if  development  is  to  be  as  rapid  and  coordinated 
as  the  Soviets  evidently  intend. 


The  Soviet  Union  has  the  capacity  to  increase  its 
imports  from  the  West  substantially  over  the  next 
five  years.  It  can  earn  the  hard  currency  needed 
to  purchase  these  Western  imports  through  exports 
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of  gas,  oil,  raw  and  semi-processed  materials, 
and  gold.   Additionally,  the  U.S.S.R.  can  utilize 
some  of  the  more  than  $8  billion  in  credit  available 
from  Western  Europe,  Canada  and  Japan. 

It  is  clear  from  the  foregoing  remarks  that  the 
U.S.S.R.  represents  a  vast  potential  market  for  trade 
with  the  Industrialized  West,  including  the  United 
States.   For  several  reasons,  American  companies 
are  particularly  suited  to  and  capable  of  fulfilling 
Soviet  import  requirements.   First,  U.S.  industry 
possesses  some  of  the  most  advanced  technology 
in  the  world.   Since  the  Soviets  want  to  modernize 
their  industries  and  increase  their  efficiency,  they 
desire  the  most  advanced  machinery,  equipment, 
services,  and  expertise  available.   Secondly,  when 
the  U.S.S.R.  undertakes  vast,  large-scale  industrial 
projects,  the  source  of  foreign  cooperation  in  such 
projects  would  often  best  be  very  large  corporations 
capable  of  providing  the  full  range  of  goods  and 
services  that  are  required.   In  several  fields, 
the  size  and  broad  capabilities  of  U.S.  corporations 
would  make  them  ideal  partners.   Finally,  the 
U.S.S.R.  is  rich  in  natural  resources,  particularly 
metals,  fuels,  and  timber.   In  many  cases  the  Soviets 
have  proposed  that  Western  companies  supply 
equipment  and  technology  on  credit,  with  deferred 
repayment  in  product  from  the  plant.   Such 
cooperation  ventures  would  be  ideally  suited  to 
many  American  industries  which  need  the  raw  materials 
the  Soviets  are  willing  to  provide  over  the  long 
term. 


III.   Potential  U.S. -Eastern  European  Trade,  1975-1980 

U.S.  trade  with  Eastern  Europe  (excluding  Yugoslavia) 
has  expanded  substantially  in  recent  years .   We 
expect  that  it  will  continue  to  increase  over  the 
next  five-year  period   and  should  range  between  $4 
and  $5  billion  by  1980.   This  would  be  an  increase 
of  more  than  three-fold  over  the  1974  level  of  $1.3 
billion.   Our  projections  indicate  that  in  1980 
we  will  have  a  trade  surplus  of  about  $600  million, 
compared  with  $2  80  million  in  1974.   Without  denying 
the  effects  which  inflation  may  have  on  the  prices 
of  goods,  we  expect  that  our  trade  with  Eastern 
Europe  will  grow  substantially  in  real  terms. 
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Poland 

The  pacesetters  in  our  trade  with  the  countries 
of  Eastern  Europe  are  Poland  and  Romania.   With 
Poland  we  anticipate  that  two-way  trade  will  reach 
the  $2  billion  level  by  1980,  more  than  three  times 
the  1974  figure  of  $660  million.   U.S.  firms  are 
currently  contending  for  contracts  whose  total 
value  is  estimated  at  $2  billion.   These  include 
bids  to  provide  machinery  and  equipment  for 
Poland's  food-processing,  automotive,  metallurgical, 
chemical,  machine  tool,  construction,  and  television 
industries.   Cooperative  projects  in  which  American 
companies  are  involved  will  continue  to  provide  a 
demand  for  supplies  of  equipment  and  components 
for  earth-moving  equipment,  axles,  hydraulic 
excavators,  sewing  machines,  and  knitting  machines. 
Additional  opportunities  lie  in  newly  developing 
sectors  such  as  coal  conversion,  copper  and 
copper  alloy  production,  electronics,  agricultural 
machinery,  and  food  processing. 

Romania 

With  regard  to  Romania,  we  have  already  made 
considerable  progress  in  our  trade.   With  the  recent 
approval  of  the  U.S . -Romanian  Trade  Agreement,  we  may 
now  expect  a  gratifying  upsurge  in  our  trade 
resulting  in  a  total  turnover  of  $1  billion  in  1980. 
Up  to  now  our  trade  with  Romania  has  been  running 
2-1  in  our  favor  and,  while  it  is  not  likely  that 
that  ratio  will  be  maintained,  we  do  expect  to 
enjoy  a  substantial  surplus  over  the  next  five 
years.   The  new  Romanian  Five-Year  Plan  which  will 
quide  Romanian  purchasing  decisions  in  the  years 
1976-1980,  sets  forth  a  number  of  "opportunities  for 
U.S.  firms  in  the  chemical  and  machine  building 
industries.   Those  branches  which  are  likely  to 
offer  particularly  strong  sales  potential  include 
machine  tools,  chemical  and  petrochemical  processing 
equipment,  and  construction  and  mining  equipment. 

Hungary 

Trade  with  Hungary  has  increased  steadily  over 
recent  years  and  we  are  hopeful  that  it  will 
continue  to  grow  at  a  satisfactory  rate  in  the 
years  ahead.   One  question  mark  is  how  Hungary's 
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deficit  with.  Western  countries  ($6  00  million 
last  year)  will  affect  its  purchases  from  hard 
currency  sources  in  the  future.   Future  expansion 
of  our  trade  with  Hungary  would  be  greatly  assisted 
by  continued  Hungarian  success  in  obtaining  credits 
in  international  financial  markets  and  by  a  U.S.- 
Hungary exchange  of  MFN  treatment.   At  present, 
U.S.  trade  is  significantly • constrained  by  the 
Hungarian  tariff  which  imposes  duties  on  U.S. 
exports  about  double  those  for  Western  Europe. 
This  trade  barrier  would  be  removed  by  the  mutual 
extension  of  MFN.   We  expect  that  industrial 
cooperation  agreements,  which  have  been  a  significant 
aspect  of  Hungary's  trade  with  the  West, will  play 
an  increasingly  important  role  in  U.S .-Hungarian 
trade.   Hungary  has  recently  improved  business 
conditions  for  U.S.  firms  by  allowing  some 
foreign  firms  to  open  offices  in  Hungary  and  by 
giving  new  impetus  to  cooperative  transactions 
and  joint  ventures.   We  expect  American  exports 
in  such  categories  as  feed  grains,  computers  and 
other  electronic  equipment  and  agricultural  equip- 
ment to  be  most  important,  with  projects  such 
as  hotel  construction  also  playing  a  significant 
role. 

Czechoslovakia 

U.S.  companies  doing  business  in  Czechoslovakia 
probably  have  the  greatest  opportunities  for  increased 
sales  in  the  areas  of  petrochemical  processing 
equipment,  industrial  process  control  instruments, 
machine  tools,  and  computer-related  technology. 
Other  areas  with  good  potential  are  textile  and 
paper  processing  equipment,  construction  equipment, 
environmental  protection  devices,  food  processing 
machinery,  and  power  generation  equipment.   If 
outstanding  bilateral  financial  claims  problems 
with  Czechoslovakia  were  solved  and  most-favored 
nation  status  were  extended,  U.S.  exports  in  these 
areas  could  approach  three  to  four  hundred  million 
dollars  a  year.   There  are,  however,  two  significant 
bars  to  these  actions  under  the  terms  of  the  Trade 
Act  of  19  74:  a  trade  agreement  extending  MFN  to 
Czechoslovakia  must  include  not  only  acceptance  of 
the  emigration  provisions  of  the  Act,  but  also  a  settle- 
ment of  U.S.  property  and  financial  claims  acceptable 
to  Congress . 
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A  claims  settlement  was  initialled  on 
July  5,  1974,  but  Congress  and  certain  claimants 
indicated  that  the  agreed  upon  rate  of 
Czechoslovak  repayment  was  unacceptably  low. 
The  Government  of  Czechoslovakia  has  expressed 
unwillingness  to  renegotiate  the  settlement, 
both  because  it  feels  the  terms  of  the  initialled 
agreement  are  comparable  to  or  better  than  similar 
settlements  the  United  States  has  negotiated  with 
other  countries,  and  because  it  cannot  accept 
in  principle  the  emigration  provisions  of  the 
Trade  Act. 


Bulgaria 

Advancing  from  a  minimal  volume  -  in  the  early  1970  's, 
U.S. -Bulgarian  trade  tripled  during  1974  and  U.S. 
exports  have  continued  to  grow  significantly  in 
19  75.   Leading  U.S.  exports  to  Bulgaria  during  the 
next  five  years  will  continue  to  include  agricultural 
feeds tuffs  (especially  corn  and  soybean  meal)  and 
advanced  industrial  equipment  and  technology. 
Bulgaria  is  most  interested  in  U.S.  equipment  in  the 
areas  of  food  processing,  chemical  and  petrochemical 
processing,  electronics,  metallurgy  and  oil  exploration 
off  the  Black  Sea  coast.   Other  potentially  promising 
areas  include  telecommunications  equipment, 
industrial  process  control  and  measuring  equipment, 
and  construction  equipment. 

German  Democratic  Republic 

In  September  1974  the  U.S.  established  diplomatic 
relations  with  the  German  Democratic  Republic,  which 
is  an  important  economic  force  in  Eastern  Europe 
since  its  GNP  is  second  only  to  that  of  Poland.   He 
hope  gradually  to  normalize  trade  relations  with 
the  GDR  and  resolve  some  of  the  impediments  which 
now  hamper  our  trade. 

Early  this  year  we  took  a  number  of  steps  toward 
improving  commercial  relations  by  sponsoring 
a  small  official  trade  promotion  event  in  the  Leipzig 
Spring  Fair,  by  removing  certain  extraordinary 
export  control  requirements  directed  at  the  GDR,  and 
by  changing   U.S.  country-of-origin  import  labeling 
nomenclature  to  reflect  our  diplomatic  recognition 
of  the  German  Democratic  Republic. 
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IV.   Potential  U.S.-PRC  Trade,  1975-1980 


Despite  reaching  the  surprising  position  of  China's 
second  most  important  trading  partner  in  the 
second  and  third  (19  73  and  1974)  full  years  after 
the  resumption  of  commercial  relations,  our 
trading  relationship  with  the  PRC  lags  significantly 
behind  those  with  other  socialist  countries.   The 
preponderant  part  of  the  trade  so  far  has  been  PRC 
purchases  of  agricultural  products  from  the  U.S. 
These  purchases  were  the  result  of  abnormal  condi- 
tions in  China  and  in  the  world  market;  they  should 
not  be  expected  to  continue  on  that  scale  in  the 
future.   In  fact,  in  calendar  1975  we  expect  that 
two-way  trade  with  the  PRC  will  decline  about  60 
percent  to  around  $400  million.   This  is  due  to 
sharp  reductions  in  Chinese  purchase  of  wheat, 
cotton,  soybeans,  corn  and  soybean  oil.   Chinese 
purchases  of  machinery  and  equipment  have  increased 
moderately  as  have  Chinese  exports  to  the  U.S. 

The  primary  reasons  that  U.S.-PRC  commercial  relations 
lag  behind  those  with  other  socialist  countries 
follow.   First,  U.S.  businessmen  had  a  particularly 
late  start  in  pursuing  the  Chinese  market.   Unlike 
other  centrally  planned  economies,  China  has  directed 
80  percent  of  its  trade  towards  Western  countries 
beginning  in  the  early  1960's.   Meanwhile,  U.S. 
businessmen  were  precluded  from  participation  until 
19  71.   Secondly,  unlike  our  relationship  with  other 
centrally  planned  economies,  we  do  not  have  diplomatic 
relations  with  the  PRC.   The  effect  of  this  on  trade 
is  difficult  to  judge, but  it  is  a  fact  that  Chinese 
leaders  have  stated  on  several  occasions  that 
trade  will  not  be  fully  normalized  until  outstanding 
political  problems  are  resolved.   Thirdly,  U.S. 
private  citizens  hold  about  $200  million  worth  of 
claims  against  the  PRC.   The  fear  of  possible 
attachment  of  PRC  assets  in  the  U.S.  has  prohibited 
the  establishment  of  full  scale  banking,  airline, 
and  maritime  relationships.   It  also  makes  it 
difficult  to  hold  PRC  trade  exhibits  in  the  U.S. 
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Finally,  the  institutional  arrangements  between 
the  U.S.  and  other  socialist  countries  include 
joint  commercial  commissions  and  regular, 
substantive  meetings  between  government 
officials.   These  are  all  absent  in  our 
relationship  with  China. 

Partly  because  of  these  factors,  the  U.S.  share 
of  PRC  non-agricultural  trade  has  remained  low 
in  relation  to  other  countries  in  the 
Industrialized  West.   For  example,  in  1973, 
the  U.S.  accounted  for  only  4.3  percent  of  these 
countries'  manufactured  good  exports  to  China,  a 
figure  exceeded  by  more  than  10  times  by  Japan 
and  by  2  and  3  times  by  the  United  Kingdom  and 
West  Germany,  respectively. 

The  potential  for  U.S. -PRC  trade,  assuming 
completely  normalized  commercial  relationships  (in 
addition  to  the  factors  mentioned  above,  this  would 
include  MFN,  a  commercial  treaty,  etc.),  would  be 
substantially  higher  than  the  trade  expected  in 
the  current  year.   The  issue  of  Eximbank  credit  is 
less  important  for  the  PRC  than  for  other  socialist 
countries  because  of  its  emphasis  on  self-reliance. 
Nevertheless ,  in  recent  years  the  PRC  has  begun  to 
utilize  medium- term  credits  provided  by  government 
supported  banks  in  Japan  and  Europe.   All  estimates 
of  trade  potential  by  19  80  must  be  extremely  crude, 
but  the  most  conservative  studies  suggest  a  two-way 
trade  turnover  of  1.5  to  2.0  billion  dollars 
(approximately  2  to  1  in  U.S.  favor) .   Some 
specialists  in  the  field  have  put  the  figure  as 
high  as  3  to  4  billion  dollars.   At  any  rate,  all 
estimates  imply  a  manifold  increase  in  U.S.  exports 
of  machinery  and  equipment  and  a  substantial,  but 
a  smaller  increase  in  PRC  exports  to  this  country. 
PRC  imports  of  our  agricultural  products  in  normal 
years  are  expected  to  be  larger  than  for  1975,  but 
substantially  less  than  in  the  preceding  two  years. 
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Estimates  of  future  U.S.-PRC  trade  should  be 
qualified  in  several  ways.   First,  we  expect 
trade  between  the  U.S.  and  China  to  fluctuate 
rather  widely  from  year  to  year.   This  is  partly 
because  many  U.S.  sales  to  the  PRC  will  be 
expensive,  sophisticated  machinery  which  will 
probably  not  be  contracted  for  and  delivered 
uniformly  over  time.   Also,  the  Chinese  economy 
and  U.S.-PRC  trade  is  substantially  influenced 
by  the  quality  of  the  Chinese  harvest.   If  natural 
disaster  should  strike  again  as  it  did  in  1972, 
China  might  again  turn  to  the  U.S.  to  supply  a 
substantial  part  of  its  food  grain  needs. 
Secondly,  the  PRC  has  announced  goals  of  becoming 
a  leading  industrial  nation  by  the  end  of  this 
century.   We  believe  that  despite  China's  emphasis 
on  "self-reliance"  such  an  aggressive  industrialization 
will  continue,  as  it  has  in  the  past,  to  encounter 
bottlenecks  that  the  domestic  economy  will  be 
unable  to  overcome.   The  resulting  demand  for  modern 
machinery  and  technology  provides  the  potential 
for  a  considerable  expansion  of  U.S. -China  trade. 
This  forecast  of  a  considerable  expansion  of  China's 
trade  is  also  consistent  with  the  fact  that  the 
PRC  has  substantially  expanded  the  institutional 
sources  devoted  to  its  foreign  trade  sector  (e.g., 
increasing  participation  in  trade  exhibits ,  increased 
number  of  commercial  officers  and  the  resumption  of 
publication  of  the  journal  Foreign  Trade) .   It  should 
be  emphasized,  however,  that  the  success  of  this 
program  depends  on  the  PRC's  ability  to  maintain 
a  successful  rate  of  growth  of  agriculture  (in 
addition  to  providing  basic  foodstuffs  and  fibre  for 
the  population,  agriculture  accounts  for  the  majority 
of  Chinese  exports  as  well  as  a  substantial  share 
of  imports) .   Finally,  such  a  program  also  implies 
that  the  Chinese  will  develop  the  necessary 
exportable  products  to  pay  for  increased  imports. 
Again,  there  are  a  great  many  unresolved  questions 
but  the  Chinese  appear  to  be  aggressively  developing 
their  oil  export  capability  as  well  as  adopting  a 
more  flexible  stance  in  producing  consumer  goods 
for  Western  markets. 
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V.   Impediments  to  the  Growth  of  U.S.  Trade  with 
the  Socialist  Countries 

U.S.  companies  labor  under  various  handicaps  that 
limit  the  full  realization  of  their  potential 
for  export  to  the  socialist  countries.   Some  of 
these  impediments  can  be  removed;  others  cannot. 

For  centrally  planned,  socialist  countries,  trade 
is  an  integral  part  of  their  international 
political  activities.   It  is  used  to  achieve 
political  objectives  and  reflects  the  state  of 
political  relations.   This  can  be  an  advantage  or 
a  handicap  to  their  trading  partners.   For  example, 
we  have  reliable  information  that  from  1972  until 
the  passage  of  the  Trade  Act  of  19  74  and  the 
resulting  linkage  of  emigration  and  trade,  political 
considerations  in  Moscow  tipped  the  scale  in  favor 
of  U.S.  companies  when  their  bids  were  competitive. 
This  positive  tilt  was  also  reflected  in  the  decisions 
of  the  other  socialist  countries  of  Eastern  Europe. 
Unfortunately  for  the  U.S.,  such  a  tilt  no  longer 
exists,  and  our  exporters  can  expect  no  aid  from 
political  considerations,  at  least  until  such  time 
as  the  effects  of  the  Trade  Act  are  rectified. 

Some  of  the  handicaps  to  full  realization  of  our 
export  potential  in  Eastern  Europe,  the  Soviet 
Union,  and  the  People's  Republic  of  China  are  well 
known.   One  of  the  handicaps  that  we  cannot  change 
is  geographic  location.   The  countries  of  Western 
Europe,  especially  the  Federal  Republic  of  Germany, 
are  in  a  much  more  advantageous  position  to  develop 
markets  in  Eastern  Europe  and  the  Soviet  Union  than 
is  the  United  States,  simply  because  it  costs  their 
firms  much  less  to  make  regular  calls  on  potential 
or  previous  customers  than  it  does  U.S.  firms.   Also 
because  of  geographic  proximity,  shipping  costs  are 
lower  and  parts  and  service  are  easier  to  supply 
promptly.   However,  the  fact  that  in  19  73  Japan 
had  a  larger  market  share  of  the  Industrialized 
Western  countries  exports  of  manufactured  goods 
than  the  U.S.  in  every  socialist  market  except 
Hungary  demonstrates  that  geographic  location  is 
not  the  deciding  factor  in  the  U.S.'s  current  lagging 
position. 
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Clearly,  however,  one  important  factor  is  the  head 
start  that  the  West  Europeans  and  the  Japanese 
have  had  in  selling  to  the  socialist  markets. 
West  German,  French,  British,  Italian,  and  Japanese 
companies  were  selling  regularly  to  Eastern  Europe 
and  the  Soviet  Union  for  10  to  15  years  prior 
to  the  serious  entry  of  American  business  into  these 
markets  in  the  early  1970' s.   This  means  that 
East  European  and  Soviet  technicians  have,  in  many 
cases,  been  trained  on  non-American  machines  and 
are  comfortable  in  using  them.   It  also  means  that 
some  industries  in  these  countries  have  standardized 
on  non-American  technology.   While  the  head  start 
cannot  be  changed,  we  can  work  to  reduce  its  impact 
through  vigorous  support  for  the  efforts  of  American 
companies  to  do  business  in  these  countries. 

More  important  to  us,  however,  are  the  handicaps  we  c 
do  something  about  removing.   Included  in  this 
grouping  are  the  lack  of  most-favored-nation  tariff 
treatment  for  any  of  the  countries  except  Poland, 
and  Romania,  restrictions  on  trade  financing,  the 
tightening  balance  of  payments  positions  of  these 
countries,  U.S.  export  control  regulations  and 
procedures,  and  differences  in  business  practices. 
Obviously,  all  of  these  are  somewhat  interrelated. 

It  is  difficult  to  isolate  and  evaluate  the  economic 
effect  of  the  discriminatory  tariffs  now  being 
applied  to  imports  from  all  of  these  countries 
except  Poland  and  Romania.   It  is  clear,  however, 
that  all  of  these  countries,  including  the  People's 
Republic  of  China,  regard  MFN  status  as  conferring 
political  as  well  as  economic  benefits  and  the 
absence  of  it  to  be  an  indication  of  a  lack  of 
serious  intent  on  our  part  to  develop  long-range, 
mutually  beneficial  trade  relations.   In  the  case  of 
Hungary,  the  lack  of  MFN  has  a  direct  impact  on  our 
ability  to  export  because  that  country  has 
a  tariff  which  levies  a  duty  rate  on  commodities  of 
U.S.  origin  which  is  twice  that  applied  to  the  goods 
of  other  Western  nations. 
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Our  inability  to  provide  government-backed 
financing  for  export  sales  to  the  centrally 
planned  economy  countries  other  than  Poland 
and  Romania  is  also  .a  substantial  obstacle  to 
full  realization  of  the  trade  opportunities 
that  exist  in  these  countries.   For  example,  the 
United  Kingdom,  France,  Italy,  Japan,  and  Canada 
have,  during  the  past  year  or  so,  extended  to  the 
Soviet  Union  lines  of  credit  totalling  between 
$8  and  $9  billion.   Another  example  is  the  large, 
interest  free  "swing"  credit  that  West  Germany 
provides  to  East  Germany.   The  availability  of 
credit  will  be  an  extremely  important  factor 
in  deciding  where  major  Soviet  and  East 
European  purchases  will  be  made.   Our  inability 
to  extend  Eximbank  financing  to  China  is  some- 
what less  important  because  the  Chinese  are 
reluctant  thus  far  to  utilize  long  term  credits 
in  their  foreign  trade. 

Another  financial  handicap  that  must  be  mentioned 
is  the  Johnson  Debt  Default  Act,  which  prohibits 
many  of  these  countries  from  raising  funds  in 
United  States'  financial  markets. 

The  availability  of  hard  currency  in  the  socialist 
countries  is  less  than  their  needs.   While 
we  cannot  do  anything  directly  to  influence  this 
situation,  we  can  create  circumstances,  through 
opening  our  markets  to  their  products  on  a  non- 
discriminatory basis  and  through  the  granting  of 
government-backed  credit,  which  will  enhance  our 
ability  to  expand  our  trade  with  them. 

The  countries  of  Eastern  Europe,  the  Soviet  Union, 
and  the  People's  Republic  of  China  are  all 
interested  in  advanced  technology  and  in  products 
incorporating  advanced  technology.   This  country's 
export  controls  are,  of  course,  a  hindrance  to  the 
expansion  of  this  kind  of  trade.   Our  controls 
are  designed  to  protect  the  national  security  of 
the  United  States  and  they  must  be  maintained. 
However,  technology  changes  and  obsolesces  rapidly. 
We  must,  therefore,  be  prepared  to  modify  controls 
where  necessary  to  avoid  situations  in  which 
controls  merely  prohibit  a  U.S.  firm  from  making  a 
sale,  rather  than  prohibit  the  acquisition  of  the 
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technology  or  product  potentially  dangerous  to 
our  national  security.   We  also  must  insure  the 
timely  operation  of  our  export  control  procedures 
so  that  U.S.  firms  do  not  lose  sales  as  a  result  of 
long  delays  in  licensing  decisions. 

The  differences  in  business  practices  between 
those  the  American  businessman  finds  in  most  parts 
of  the  world  and  those  he  encounters  in  Eastern 
Europe,  the  Soviet  Union  and  China  are  also 
impediments  to  the  development  of  expanded  relations. 
These  problems,  usually  grouped  under  the  rubric  of 
of  "business  facilitation  issues"  include  such  things 
as  frequent  inability  to  communicate  directly  with 
product  end  users,  travel  restrictions  within  the 
country,  problems  in  obtaining  visas,  frequent 
difficulty  or  inability  to  set  up  sales  offices, 
differing  understandings  of  terms  commonly  used  in 
business  contracts  in  the  West,  and  the  Eastern 
desire  for  more  technical  information  about  the 
manufacture  of  a  product  than  U.S.  businessmen 
often  consider  prudent. 

The  severity  of  the  business  facilitation  problems 
facing  U.S.  businessmen  in  socialist  countries 
varies.   In  general,  they  are  least  severe  in 
Eastern  Europe  and  most  severe  in  China.   Given 
the  fundamental  operational  differences  between 
market  economies  and  centrally  planned  economies, 
these  problems  are  unlikely  ever  to  disappear 
completely.   However,  we  can  work  to  increase 
understanding  of  the  differences  and  to  ameliorate 
those  that  cannot  be  eliminated. 

In  addition  to  the  handicaps  listed  above,  our  trade 
with  the  People's  Republic  of  China  is  also  hindered 
by  the  existence  of  blocked  Chinese  assets  in  the 
United  States  and  U.S.  private  claims  against  China. 
Unresolved,  these  issues  prevent  direct  shipping  and 
direct  airline  connections  by  the  flag  carriers 
of  the  countries,  owing  to  the  possibility  that 
private  claimants  might  seek  redress  through  the 
courts  by  attaching  ships,  aircraft,  or  other  PRC 
property  which  came  into  the  U.S.   Direct  banking  is 
forestalled  for  the  same  reason  and  the  resultant 
need  to  work  through  third  country  correspondent 
banks  is  cumbersome  for  American  traders.   The  exchange 
of  trade  exhibitions  under  current  conditions  is, 
therefore,  made  very  difficult. 


APPENDIX  D 

FUNCTIONS  AND  OPERATIONS  OF  THE  BUREAU  OF  EAST-WEST  TRADE 

Problems  Unique  to  East-West  Trade 

East-West  trade  is  still  a  relatively  uncharted  area  of 
commerce  for  most  American  businessmen.   In  addition  to  the 
problems  of  language  and  cultural  diversity,  U.S.  firms  new 
to  East-West  trade  are  confronted  with  a  host  of  unique 
problems  inherent  in  doing  business  with  centrally  planned, 
nonmarket  economies.   These  problems  cover  the  whole  spectrum 
of  business  activity.   There  are  marketing,  financial,  legal, 
administrative,  and  other  problems  not  usually  present  in 
normal  commerce  with  market  economies. 

Sales  potential  in  a  socialist  economy  depends  generally 
on  the  priorities  set  by  the  Plan  and  not  by  market  forces. 
Careful  interpretation  of  Plan  requirements  is  a  necessary 
prerequisite  for  success  in  selling  in  socialist  markets. 

Foreign  trade  is  conducted  solely  by  a  central  government 
ministry,  through  specialized  foreign  trade  organizations. 
Contact  with  product  end  users  is  often  limited  and  numerous 
official  level  contacts  must  be  arranged.   There  are 
mundane  but  trying  problems  of  administrative  and  clerical 
support,  as  well  as  unfamiliar  legal  problems  in  the  areas 
of  contracts,  negotiations,  arbitration,  patents  and  copy- 
rights, joint  venture  participation,  etc.,  confronting  the 
would-be  trader.   Also,  there  are  often  complex  performance 
criteria  and  a  close,  literal  interpretation  of  contracts  is 
the  general  rule.   Only  a  single  socialist  government  foreign 
trade  bank  is  authorized  to  arrange  international  payments , 
and  nonmonetary  compensation  is  often  offered  in  a  product 
pay-back  arrangement. 

Finally,  political  factors  have  a  more  extensive  impact  on 
trade  between  East  and  West  than  in  any  other  area  of  U.S. 
foreign  trade.   Consequently,  businessmen  must  consider  the 
atmosphere  of  detente,  as  it  affects  their  business  prospects. 

Functions  of  the  Bureau  of  East-West  Trade 

To  aid  U.S.  businessmen  in  solving  these  unique  problems, 
the  Bureau  of  East-West  Trade  was  created  in  the  Department 
of  Commerce  in  December  19  72.   From  the  very  beginning,  the 
aim  of  the  Bureau  and  its  staff  has  been  to  help  American 
firms  learn  how  to  deal  successfully  with  this  new  market. 
The  Bureau's  function  is  to  aid  in  a  transition  to  normaliz- 
ation of  commercial  relations ,  to  oversee  and  interpret  the 
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relationship  between  political  and  economic  developments,  and 
to  exercise  —  through  the  administration  of  U.S.  Government 
export  controls  —  the  necessary  vigilance  over  exports  from 
the  standpoint  of  their  significance  to  the  national  security 
of  the  U.S. 

In  carrying  out  its  objective  to  normalize  trade  with  the 
socialist  countries,  the  Bureau  has  established  assistance 
programs  for  American  companies  which  include: 

(1)  supplying  market  information  and 
studies ; 

(2)  arranging  participation  in  foreign 
trade  missions  and  trade  exhibitions; 

(3)  facilitating  commercial  contacts 
(and  assisting  companies  in  contract 
negotiations) ; 

(4)  providing  specialized  information 
on  each  socialist  country;  and 

(5)  publishing  studies  of  trade  policies 
and  practices  as  well  as  the  economic 
plans  of  the  socialist  countries. 

In  addition  to  administering  both  export  control  and  business 

assistance  programs,  the  Bureau  assists  in  the  support 

for  three  bilateral  inter-governmental  joint  commercial 

commissions  (the  U.S.S.R.,  Poland,  an<3  Romania)  as  well  as 

in  the  activities  of  the  new  East-West  Foreign  Trade  Board. 

It  also  maintains  liaison  with  other  East-West  trade  groups ,  both 

governmental  and  private. 

Market  Information  and  Policy  Studies 

A  Bureau  team  of  international  economists,  statisticians, 
country  specialists  and  market  analysts  collect,  interpret 
and  disseminate  up-to-date  trade  statistics  and  selected 
economic  data  on  the  socialist  countries.   This  information 
is  provided  for  use  in  the  development  of  governmental, 
industry  and  company  policies  for  expansion  of  East-West  Trade. 
These  experts  analyze  the  sales  potential  of  selected 
American  products  in  socialist  markets  and  study  other  policy 
issues  unique  to  trade  between  centrally  planned  and  market 
economies. 
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A  number  of  reports  on  the  trading  structure  and 
unique  mechanism  of  the  centrally  planned  socialist  economies 
are  generated  by  the  Bureau  and  disseminated  to  the  U.S. 
business  community. 

In  addition  to  the  country  background  reports ,  selected  market 
surveys,  and  analytical  studies,  the  Bureau  regularly  issues 
monthly  summaries  of  the  U.S.  Trade  Status  with  Socialist 
Countries ,  as  well  as  a  number  of  Overseas  Business  Reports 
that  include  various  economic  and  trading  data  on  the  centrally 
planned  economies,  by  country  or  region. 

Texts  of  the  U.S.  Soviet  Commercial  Agreements,  the  U.S. 
Polish  Trade  Accords,  the  American-Romanian  Economic  Accords, 
and  other  intergovernmental  economic  arrangements  are  issued 
as  they  are  concluded.   The  Bureau  also  publishes  reference 
brochures  on  the  State  Trading  Organizations,  and  other 
subjects  of  interest  to  U.S.  companies. 

Joint  Commercial  Commissions  and  other  Groups 

The  Bureau  of  East-West  Trade  provides  support  for  the  Joint 
Commercial  Commissions  established  with  the  U.S.S.R.,  Poland, 
and  Romania,   These  Commissions  are  mechanisms  for  negotiation 
of  government-to-government  trade  agreements .   They  are 
the  channels  through  which  trading  procedures  are  discussed 
and  problems  resolved  at  the  policy-making  and  staff  levels. 
The  full  memberships  meet  annually?  the  working  groups  meet 
as  required  to  discuss  specific  trade  issues. 

The  Bureau  also  provides  substantial  staff  support  for  the 
U.S.  East-West  Foreign  Trade  Board,  newly  established  pursuant 
to  section  411  of  the  Trade  Act  of  1974.   The  Board  is 
authorized  to  maintain  an  overview  of  American  participation 
in  East-West  trade. 

In  addition,  the  Bureau  maintains  liaison  with  the  principal 
U.S.  business  and  nonprofit  organizations  involved  in  East-West 
trade  (e.g.,  the  National  Council  for  U.S.  China  Trade  and 
the  U.S ,-U.S.S .R.  Trade  and  Economic  Council).   It  also  has 
contact  with  the  Economic  Councils  established  between  the 
various  Chambers  of  Commerce  in  Eastern  Europe  and  the  Chamber 
of  Commerce  of  the  U.S.A. 

Bureau  activities  are  supported  domestically  by  the  Commerce 
Department's  42  District  and  Regional  offices. 
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Trade  Exhibitions  and  Technical  Seminars 

The  Bureau  is  involved  in  providing  U.S.  firms  opportunities 
to  participate  in  a  variety  of  promotional  events  designed  to 
introduce  socialist  officials  to  American  products,  and 
American  businessmen  to  socialist  markets.   This  program 
employs  a  variety  of  promotional  techniques  including  parti- 
cipation in  established  international  trade  fairs,  trade 
missions,  technical  sales  seminars,  and  commercial  exhibitions 
at  trade  development  and  commercial  offices  sponsored  by  the 
Departments  of  State  and  Commerce  in  the  nonmarket  economy 
countries . 

During  fiscal  year  1975,  the  events,  organized  by  the  Bureau, 
were  attended  by  300  U.S.  firms  who  recorded  $150  million  in 
on-site  and  12-month  anticipated  sales. 

As  part  of  its  promotional  program,  the  Bureau  administers 
the  East-West  Trade  Center  in  Vienna, the  Trade  Development 
Center  in  Warsaw,  and  the  Commercial  Office  in  Moscow,  to  pro- 
vide American  businessmen  with  on-the-spot  information,  tech- 
nical support  services  and  liaison  assistance  with  government 
officials . 

Trade  Relationships  and  Transactions 

The  Bureau  offers  services  for  individual  U.S.  firms  in 
promoting  and  marketing  their  products  in  the  socialist 
countries.   These  services,  which  frequently  involve  practices 
that  differ  from  those  common  in  trade  with  Western  market 
economies,  are  provided  by  a  staff  composed  of  persons  with 
international  trade  backgrounds.   During  the  past  year,  the 
staff  has  been  in  direct  contact  with  approximately  2000  firms 
providing  them  with  expert  advice  and  assistance. 

Individual  Country  Information 

Bureau  country  specialists  monitor  and  analyze  the  business 
environment  in  each  of  the  socialist  economies  and  provide 
additional  information  on  current  developments  to  American 
firms.   They  maintain  close  contact  with  and  periodically 
visit   U.S.  commercial  officers  and  foreign  trade  officials 
in  socialist  countries.   They  conduct  liaison  with,  the 
embassies  and  the  specialized  trading  organizations  which  the 
socialist  countries  have  established  in  the  U.S. 

These  specialists  assist  in  arranging  commercial  visits 
of  U.S.  officials  and  businessmen  to  the  socialist  countries, 
and  of  high-level  socialist  country  representatives  to  the  U.S. 
They  are  also  deeply  involved  in  the  development  of  trade  and 
governmental  bilateral  trade  agreements. 
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Advisory  Committee  on  East-West  Trade 


An  Advisory  Committee  on  East-West  Trade  was  organized  and 
chartered  by  the  Department  of  Commerce  on  February  11,  1974, 
to  advise  the  Department,  through  the  Deputy  Assistant  Sec- 
retary for  East-West  Trade,  on  ways  to  facilitate  and  coordinate 
the  expansion  of  two-way  trade  with  countries  having  centrally 
planned  economies.   Its  membership  consists  of  key  operating 
executives  from  the  private  sector  and  experts  from  the  academic 
community.   Under  its  charter,  the  Committee  is  to  meet 
quarterly,  and  has  held  four  meetings  covering  a  wide  variety 
of  topics,  including  a  review  of  most  areas  of  Bureau  of 
East-West  Trade  operations. 

Following  its  June  1975  meeting,  the  Committee  developed 
the  attached  policy  statement  for  the  guidance  of  the 
Bureau. 
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POLICY  STATEMENT  OF  EAST-WEST  TRADE  ADVISORY  COMMITTEE 

The  Advisory  Committee  on  East-West  Trade  believes  that 
trade  in  peaceful  goods  with  the  non-market  economies  is 
important  in  its  own  right  and  that  it  presents  a  way  to 
increase  contact  with  socialist  countries  and,  in  the  process, 
to  lessen  international  tension.   However,  three  major 
difficulties — lack  of  non-discriminatory  tariff  treatment, 
inadequate  credits,  and  cumbersome  export  controls  and  pro- 
cedures— stand  in  the  way  of  increased  trade  between  the 
United  States  and  these  countries.   The  committee  believes 
that  close  attention  should  be  given  to  these  areas  of 
difficulty  and  that  appropriate  steps  should  be  taken, 
consistent  with  the  national  security  of  the  United  States 
and  its  allies,  to  reduce  existing  barriers  to  trade. 

One  of  the  major  obstacles  limiting  trade  between  the  United 
States  and  most  of  the  non-market  economies  is  the  absence 
of  non-discriminatory  U.S.  tariff  treatment  applicable  to  the 
import  of  products  from  these  countries  to  the  United  States. 
The  Committee  believes  that  trade  must  be  a  two-way  street, 
and  if  these  countries  are  going  to  continue  to  buy  from  us 
they  in  turn  must  be  permitted  to  compete  in  our  market  with 
the  same  treatment  we  accord  most  other  countries.   The 
Committee  therefore  urges  that  non-discriminatory  tariff 
treatment  be  accorded  without  further  delay  and  that  the 
granting  of  MFN  not  be  tied  to  other  matters  such  as  the 
emigration  policies  and  domestic  affairs  of  the  governments 
of  the  non-market  economies. 

It  is  the  opinion  of  the  Committee  that  the  potential 
requirement  of  the  non-market  economies  for  U.S.  goods  is 
of  such  a  magnitude  that  the  obtaining  of  adequate  financing 
is  extraordinarily  important  if  U.S.  suppliers  are  to  compete 
effectively  in  these  countries  against  suppliers  from  Western 
Europe  and  Japan.   The  role  of  the  Eximbank  in  augmenting  the 
U.S.  private  banking  system,  by  covering  political  and  commercial 
risks,  and,  in  some  cases,  by  extending  loncrer  maturities, 
is  central.   Therefore,  the  Committee  urges  removal  of  the 
restrictions  which  have  been  placed  on  the  Export-Import  bank 
of  the  United  States  in  regard  to  its  participation  in 
East-West  trade. 

The  Committee  strongly  believes  in  the  continuing  need  to 
exercise  effective  export  control  over  products  and  technology 
with  strategic  and  national  security  implications  for  the 
United  States.   However,  the  Committee  also  believes  that 
further  review  of  the  control  mechanism  should  be  undertaken 


with  the  knowledge  and  support  of  U.S.  industry.   In  this 
connection,  the  Committee  supports  the  work  of  the  joint 
industry-government  technical  advisory  committees,  and 
urges  the  government  to  make  more  effective  use  of  them. 
The  Committee  is  also  concerned  over  the  voluminous  and 
detailed  technical  and  end-use/end-user  documentation 
required  to  support  certain  types  of  export  license 
applications  and  the  amount  of  time  it  takes  to  reach  a 
licensing  decision.   The  Committee  urges  that  steps  be  initiated 
which  will  both  reduce  the  onerous  documentation  require- 
ments and  will  speed  up  the  decision-making  process  in 
granting  or  denying  export  licenses. 

Doing  business  with  state  trading  organizations  is  often  a 
bewildering  and  difficult  matter  for  most  American  firms. 
Therefore,  the  Committee  believes  that  there  is  a  continuing 
need  for  a  governmental  organization  such  as  the  Bureau  of 
East-West  Trade  to  deal  with  the  governments  of  the  non- 
market  economies  and  to  encourage  and  assist  U.S.  businessmen 
pursuing  these  unique  markets.   The  Committee  believes  that 
such  an  organization  should  continue  on  an  expanded  basis  to 
collect,  prepare  and  disseminate  basic  information,  including 
the  scope  and  implementation  of  the  various  state  plans, 
relevant  statistics,  methods  of  doing  business  with  non- 
market  economies,  etc.   Since  it  also  serves  as  a  link  between 
the  American  business  community  and  the  economic/commercial 
functions  of  the  various  U.S.  embassies  and  consulates  in 
those  countries,  it  should  expand  its  assistance  to  U.S. 
businessmen  in  improving  their  access  to  the  various  markets 
and  in  ensuring  that  U.S.  products  can  be  effectively  exhibited, 
demonstrated,  sold  and  serviced  in  the  non-market  economies. 
The  Committee  urges  the  Bureau  of  East-West  trade  to  support 
the  interests  of  the  business  community  through  its  relation- 
ship with  appropriate  agencies,  particularly  in  the  case  of 
current  anti-trust  laws  which  may  pose  problems  in  dealing 
with  centralized  state  trading  organizations. 


APPENDIX  E 

CURRENT  SOVIET  INDEBTEDNESS  AND  THE  FUTURE 
AVAILABILITY  OF  CREDITS  FROM  WESTERN  EUROPE 
AND  JAPAN 


Soviet  outstanding  medium  and  long-term  debt  to 
the  West  was  estimated  at  $4.2  billion  at  the  end 
of  1974.   It  will  grow  steadily  in  the  near  fu- 
ture given  the  recent  growth  in  Soviet  orders 
from  the  West  and  the  willingness  of  Western 
Europe  and  Japan  to  support  their  sales  to  the 
U.S.S.R.  with  long-term  credits.   Western  credits 
to  the  U.S.S.R.  generally  fall  into  two  cate- 
gories:  general  lines  of  credit  extended  for  a 
specific  period  of  time  to  cover  a  broad  range  of 
capital  goods  sales  and  credits  or  credit  lines 
granted  on  a  case-by-case  or  project  basis. 

General  Lines  of  Credit 

France  —  The  France-Soviet  credit  agreement 
signed  in  December  19  74  provided  a  $2.8  billion 
line  of  credit  valid  for  five  years.   This  credit 
line  is  similar  to  the  one  granted  for  the  1970- 
1974  period.   Judging  from  past  experience,  the 
U.S.S.R.  can  expect  additional  credits  from  France 
if  the  Soviets  exhaust  the  $2.8  billion  line  before 
1980. 

United  Kingdom  —  In  February  1975,  the  United 
Kingdom  agreed  to  provide  the  U.S.S.R.  a  $2.3 
billion  line  of  credit  over  a  five-year  period 
with  interest  rates  of  7.2  percent  and  7.5  percent 
and  with  repayment  over  as  many  as  8~l/2  years. 
The  interest  rate  and  repayment  period  are  dependent 
on  the  size  of  the  contract. 

Canada  —  On  9  May  1975,  Canada  announced  an 
agreement  with  the  U.S.S.R.  whereby  Canada  will 
make  available  up  to  $500  million  in  credits  to 
finance  Canadian  exports  to  the  U.S.S.R.   All  of 
the  credit  is  to  be  utilized  within  two  years. 
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Case-by-Case   Basis 

While    Italy,    Japan,    and  West   Germany   do   not 
provide   the   U.S.S.R.   with  general   lines   of 
credit,    they   do   finance   a  major  portion  of 
capital   goods    purchased  by    the   U.S.S.R.      The 
U.S.S.R.    has    received  substantial   credits    from 
these   countries    in   recent  months.      The   amount 
of   credit  extended   in   the   future  will  be   depen- 
dent on  the   signing  of   specific   contracts.      There 
does   not   appear  to  be   any   discernable   limit   to 
the  willingness   of   any   of   these   three  nations    to 
continue   their   credit     support,    although   the 
ability   of   Italy   to   continue   to  do  so   is 
questionable. 

Italy   --   Italy  has    recently    refused  Soviet 
requests    for  a  general   line   of    credit  of   the 
type   recently  provided  by   France   and  the   United 
Kingdom.      Since    the  beginning   of   the  year,    how- 
ever,   the   Italian  government  has    agreed   to 
extend   $855   million   in  long-term  credits    at 
subsidized   rates    to   cover  Soviet  purchases   of 
large-diameter  pipes    and  chemical   plants.      The 
Soviets    are   now  in   the  process   of  negotiating 
sizable   capital   goods   purchases    from  Italian 
firms    and   additional    credits   will   probably  be 
advanced  over   the   next   few  years   on   a   case-by- 
case  basis . 

West  Germany   --   The  West   German  government  has 
refused  to   subsidize   credits    to   the   U.S.S.R.    and 
has   also   refused   to   support  buyers1    credits   of   any 
type   to   the  U.S.S.R.      The   government,   however, 
does   provide  political   and   commercial   risk   insurance 
on  export   credits.      A  large   consortium  of  West 
German  banks    is    able   to    finance   substantial 
amounts   of  West   German  exports.      Soviet  purchases 
of   $700   million    in   large   diameter  pipe, and   $400 
million  in   large   trucks  were   financed  by    long- 
term  credits. 

Japan  --  Japanese   credits    are   available    to   the 
U.S.S.R.    only   on   a   case-by-case  basis,    and   are 
subsidized  by  below  market   interest   funds    from 
Japan's   Export-Import  Bank.      In   1974,    Japan 
granted   the   U.S.S.R.    a   $1.0   billion   line  of   credit 
to    finance   the    joint   development  of  Siberian 
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forestry  and  coal  reserves.   In  April  1975, 
Japan  granted  a  second  buyer's  credit  to  cover 
the  sale  of  $223  million  in  ammonia  plants. 

Summation 

The  credits* described  above  sum  as  follows: 

Billions  of  $ 

France 

U.K. 

Canada 

Italy 

Japan 

West  Germany 

TOTAL 


2 

8 

2 

3 

5 

855 

1 

223 

1 

1 

8 

778 

*These  include  all  major  publicized  credit  extensions 
to  the  U.S.S.R.   Some  additional  smaller  credits  may 
have  been  arranged.   Estimates  current  as  of  August  1, 
1975. 


APPENDIX  F 
EXPORT  CONTROLS 


The  great  bulk  of  U.S. -origin  commodities  and 
data  that  enter  into  normal  commercial  exports 
are  controlled  by  the  Department  of  Commerce 
under  the  authority  of  the  Export  Administration 
Act  of  19  69,  as  amended. 

Section  3  of  the  Act  declares  that: 

"It  is  the  policy  of  the  United  States 
both  (a)  to  encourage  trade  with  all 
countries  with  which  we  have  diplomatic 
or  trading  relations,  except  those 
countries  with  which  such  trade  has 
been  determined  by  the  President  to 
be  against  the  national  interest,  and 
(b)  to  restrict  the  export  of  goods 
and  technology  which  would  make  a 
significant  contribution  to  the 
military  potential  of  any  other 
nation  or  nations  which  would  prove 
detrimental  to  the  national  security 
of  the  United  States." 

Other  policy  objectives  of  the  Act,  including  the 
use  of  export  controls  for  foreign  policy  and  short 
supply  reasons,  do  not  impact  significantly  on 
East-West  trade. 

What  is  Controlled 

In  implementing  the  export  control  policy  objectives, 
the  Department  of  Commerce  publishes  a  set  of  regu- 
lations that  includes  a  list  of  commodities  and 
indicates  the  destinations  to  which  they  may  not  be 
exported  or  reexported  without  our  specific  prior 
approval.   The  regulations  also  specify  that  un- 
published technical  data,  with  few  specific  ex- 
ceptions ,  may  not  be  exported  or  reexported  to  the 
U.S.S.R. ,  the  PRC,  and  Eastern  Europe,  (as  well  as 
to  those  destinations  for  which  there  is  a  general 
embargo  policy  such  as  Cuba,  North  Korea,  Cambodia, 
and  Vietnam)  without  the  Department's  approval. 


While  exports  of  unpublished  technical  data  may 
be  made  to  free  world  destinations  without 
specific  authorization,  the  regulations  provide 
that  under  certain  circumstances  the  recipient 
of  such  data  must  provide  assurances  that  the 
direct  product  of  the  data  will  not  be  exported 
to  proscribed  destinations  without  the  approval 
of  the  government  * 

Lastly,  the  regulations  provide  for  control  over 
the  use  of  U.S. -origin  parts  and  components  in 
the  production  of  foreign  end  products  intended 
for  export  to  the  socialist  countries. 

During  1974,  2684  applications  to  export  to 
communist  destinations  were  processed  to  final 
completion.   Of  this  total,  2  46  7  were  approved 
and  217  were  denied. 

As  an  additional  part  of  the  Department's  export 
control  activities,  there  is  an  active  compliance 
program  designed,  not  only  to  investigate  alleged 
violations  of  our  regulations  and  to  prosecute, 
where  violations  are  proven,  but  also  to  work 
with  firms  to  facilitate  adherence  to  our  control 
requirements . 

COCOM  Organization 

As  mentioned  above,  the  Commerce  regulations  include 
a  list  of  commodities  that  may  not  be  exported  with- 
out our  specific  prior  approval.   Except  for  com- 
modities under  short  supply  export  control,  the  vast 
majority  of  these  items  also  are  controlled  by  the 
14  other  Free  World  countries  that  cooperate  with 
the  United  States  in  an  international  export  control 
structure  known  as  COCOM.   This  organization  is 
composed  of  our  NATO  partners  (except  Iceland)  and 
Japan.   Organized  in  1949,  COCOM  is  an  informal, 
non-treaty  body  that  maintains  a  list  of  commodities 
that  it  is  agreed  are  of  strategic  significance 
and  deserving  of  control.   Each  participating 
country,  of  course,  maintains  the  right  to  control 
exports  of  additional  commodities  if  it  so  desires. 
There  is  also  agreement  to  control  technical  data 
relating  to  the  production  of  the  items  under  inter- 
national control. 
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COCOM  periodically  reviews  the  list  of  strategic 
items  to  make  additions  representing  technological 
advances  and  to  remove  those  items  that  have  become 
available  to  the  socialist  countries  through  their 
own  sources  or  that  have  lost  their  strategic  signi- 
ficance.  Under  the  COCOM  rules  of  procedure,  it 
takes  unanimous  agreement  of  the  countries  partici- 
pating in  the  review  to  remove  commodities  from  the 
list,  modify  them,  or  add  new  commodities  'to  it. 
When  COCOM  was  first  established,  the  list  of 
commodities  under  multilateral  control  was  quite 
extensive.   Over  the  years,  a  succession  of  reviews 
has  narrowed  the  list  drastically  so  that  now  it 
covers  a  hard  core  of  munitions  and  nuclear  energy 
items  and  a  highly  selective  list  of  high  technology 
equipment  and  materials  that  have  significant  mili- 
tary as  well  as  civilian  uses. 

Another  COCOM  review  is  currently  in  progress.   On 
the  basis  of  our  experience  with  past  COCOM  reviews, 
there  will  very  likely  be  some  modest  modifications — 
additions  as  well  as  reductions . 

One  point  regarding  the  commodities  on  the  COCOM 
list  needs  stressing.   The  fact  that  a  particular 
commercial  item  is  under  international  control  does 
not  mean  that  specific  shipments  to  socialist  desti- 
nations may  not  be  authorized.   If  a  participating 
country  government,  having  received  an  application 
for  a  license  to  export  a  COCOM-controlled  commodity 
to  a  socialist  destination,  determines  to  its  own 
satisfaction  that  in  that  particular  instance  the 
item  will  be  used  for  a  peaceful  purpose,  it  can 
transmit  the  pertinent  facts  concerning  the  transac- 
tion to  a  working  body  of  COCOM  that  meets  regularly 
in  Paris  and  seek  the  views  of  the  other  member 
countries.   If  the  governments  participating  in  the 
review  of  that  transaction  agree  with  the  submitting 
country  that  the  export  will  serve  a  peaceful  purpose, 
it  can  be  approved  as  an  exception  to  the  embargo. 
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Unilateral  Controls 

The  fact  that  the  list  of  commodities  under  U.S. 
government  control  for  national  security  reasons 
is  closely  aligned  to  the  COCOM  list  is  not  an 
accident.   Congress,  in  19  72,  amended  the  Export 
Administration  Act  to  require  the  removal  of  uni- 
lateral controls  if  the  controlled  items  are 
available  without  restriction  from  sources  outside 
the  United  States  in  significant  quantities  and  in 
comparable  quality  to  those  produced  in  the  United 
States.   Controls  can  remain  in  effect,  however, 
if  adequate  evidence  is  presented  to  demonstrate 
that  the  absence  of  control  would  prove  detrimental 
to  the  national  security. 

This  was  a  clear  mandate  to  reduce  our  controls 
to  the  multilaterally  controlled  COCOM  level  unless 
there  were  positive  evidence  to  indicate  that 
continued  unilateral  control  was  demonstrably 
necessary  for  national  security  reasons.   As  a  result 
of  an  intensive  review,  controls  were  removed  from 
over  85  percent  of  the  entries  that  had  previously 
been  controlled  unilaterally.   Our  controls  over 
technical  data  are  broad,  since  data  related  to  the 
production  of  peaceful  goods  in  many  instances  also 
relate  to  the  production  of  products  of  a  strategic 
nature.   To  decontrol  the  former  creates  a  real 
danger  that  the  latter  would  escape  proper  control. 
Continued  screening  of  proposed  technology  transfers 
assures  against  this  happening.   We  expect  that  we 
will  have  to  continue  to  control  the  export  of  a 
good  deal  of  technical  data,  even  where  the  end 
product  is  peaceful,  to  guard  against  the  possibility 
that  the  data  will  provide  a  significant  step  up 
in  the  production  of  more  sensitive  products. 

Interagency  Consultations 

The  interagency  consultative  procedure  is  an  impor- 
tant element  in  the  Department's  determination  as 
to  what  shall  be  controlled  and  the  extent  to  which 
exports  shall  be  limited.   Section  5(a)  of  the  Ex- 
port Administration  Act  obliges  the  Department  to 
seek  information  and  advice  on  these  subjects  from 
the  several  executive  departments  and  agencies  con- 
cerned with  aspects  of  our  domestic  and  foreign 
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policies  and  operations  having  an  important 
bearing  on  exports.   Accordingly,  the  department 
has  an  Advisory  Committee  for  Export  Policy 
(ACEP)  on  which  the  interested  agencies  are 
represented  at  an  Assistant  Secretary  level. 
There  is  also,  at  the  senior  staff  level,  an 
Operating  Committee  of  the  advisory  group  that 
meets  weekly  to  discuss  export  control  policy 
problems  and  significant  individual  transactions. 
Interagency  policy  differences  that  cannot  be 
resolved  by  the  Operating  Committee  are  referred 
to  the  Assistant  Secretary  level  committee;  con- 
tinued differences  are  referred  to  an  Export 
Administration  Review  Board,  consisting  of  the 
Secretary  of  Commerce,  as  chairman,  and  the 
Secretaries  of  State  and  Defense.   Other  cabinet 
members  may  be  included  in  the  deliberations  as 
appropriate.   All  applications  to  export  commod- 
ities to  the  socialist  countries  are  processed 
by  the  Department  in  accordance  with  procedures 
established  in  consultation  with  our  advisory 
agencies. 

When  the  Export  Administration  Act  was  amended 
and  extended  in  October  of  1974,  the  Congress 
added  a  requirement  that  license  applications 
for  the  socialist  countries  be  reviewed  by  the 
Department  of  Defense,  and  that  whenever  the 
Secretary  of  Defense  determines  that  an  export 
will  significantly  increase  the  military  capa- 
bility of  such  country,  he  is  to  recommend  to 
the  President  that  the  export  be  disapproved.   The 
amendment  also  provides  that  the  Secretary  of 
Defense,  in  consultation  with  the  control  agency, 
shall  determine  which  types  of  transactions  should 
be  subject  to  Defense  Department  review. 

This  consultation  has  resulted  in  exempting  a  sub- 
stantial portion  of  applications  frbm  specific 
Defense  Department  review. 

To  the  extent  possible,  the  Department  continues 
to  seek  formulation  of  guidelines  that  set  forth 
criteria  for  the  approval  or  denial  of  applica- 
tions, without  the  necessity  of  seeking  specific 
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interagency  advice  on  each  proposed  transaction. 
Proposals  for  such  guidelines  are  referred  to 
the  Operating  Committee  of  ACEP ,  and  if  all 
interested  agencies,  including  the  Department  of 
Defense,  agree,  future  applications  for  a  specific 
commodity  or  grouping  of  commodities  are  approved 
or  denied  without  further  consultation  with  the 
agencies.   Examples  of  commodities  in  this  cate- 
gory include  certain  oscilloscopes,  field  effect 
transistors,  electronic  capacitors,  frequency 
synthesizers,  and  coaxial  alternators.   The  guide- 
lines set  forth  parameters  within  which  action  may 
be  taken. 

However,  an  application  to  export  a  commodity  that 
may  be  approved  without  interagency  consultation 
is  not  routinely  handled.   The  application  first 
is  analyzed  by  a  licensing  officer  "who,  from  a 
technical  standpoint,  determines  if  the  commodity 
or  data  proposed  for  export  does  fall  within  the 
delegation  of  authority,  and  is  appropriate  for 
the  intended  end  use.   Based  on  this  analysis,  a 
licensing  recommendation  is  made.   These  tech- 
nical judgments  and  the  recommendations  are  then 
reviewed  by  other  officers  for  consistency  with 
established  policy  and  for  identification  of  any 
particular  features  or  problems  that  would 
necessitate  interagency  reviews.   Applications 
approved  or  denied  in  accordance  with  the  dele- 
gation of  authority  receive  a  final  screening  by  a 
senior  official  in  OEA  just  prior  to  mailing  the 
license  or  denial  notice  to  the  applicant.   While, 
in  certain  instances,  one  or  more  of  the  agencies 
that  advise  the  Department  have  been  reluctant  to 
concur  in  the  issuance  of  guidelines  that  would 
permit  the  approval  of  applications  under  a  dele- 
gation of  authority,  they  nonetheless  agree  that 
formal  review  of  a  proposed  transaction  in  the 
interagency  structure  may  not  be  necessary. 
Accordingly,  they  are  notified  of  applications 
that  are  received  and  given  an  opportunity  either 
to  concur  in  the  specific  transaction  or  to 
request  formal  interagency  review.   A  memorandum 
is  sent  to  the  agency  that  has  requested 


consultation,  and  the  application  is  not  pro- 
cessed for  approval  until  that  agency  concurs 
in  the  proposed  action.   These  applications  also 
are  screened  by  a  senior  OEA  official  prior 
to  mailing  of  the  license.' 

Thus,  under  existing  procedures,  certain  appli- 
cations are  processed  by  the  Department's 
Office  of  Export  Administration  without 
consultation  with  its  advisory  agencies,  but  in 
accordance  with  agreed-on  guidelines;  some  are 
processed  after  informal  consultation  with 
Defense,  and  perhaps  one  or  more  of  the  other 
advisory  agencies,  and  the  remainder  are  pro- 
cessed only  after  formal  consultation  with  the 
agencies . 

Since  the  latter  raise  policy  questions  or  pose 
other  serious  problems ,  they  are  documented  for 
formal  consideration  by  the  Operating  Committee 
of  the  Advisory  Committee  for  Export  Policy. 
The  document  describes  the  proposed  transaction, 
identifies  the  intrinsic  potential  of  the 
commodity,  including  military  use  and  the  end 
use  pattern,  sets  forth  the  foreign  availability 
of  comparable  products,  identifies  the  prospec- 
tive end-user  and  his  contemplated  end-use,  and 
discusses  the  policy  aspects  and  recommends  a 
general  course  of  action.   There  is  thorough 
discussion  of  the  transaction  at  a  meeting 
attended  by  senior  staff  representatives  of  those 
agencies  that  have  an  interest  in  the  proposed 
transaction.   The  Departments  of  Defense  and 
State  and  the  Energy  Research  and  Development 
Administration  are  generally  represented.   There 
is  also  an  observer  from  the  Central  Intelligence 
Agency.   Other  agencies,  such  as  NASA  and  the 
Departments  of  Transportation  and  Interior, 
attend  when  matters  of  interest  to  them  are  on 
the  agenda.   The  agencies'  advice  and  the  chair- 
man's recommendation  are  forwarded  to  the 
Director  of  the  Office  of  Export  Administration 
for  his  decision  or,  in  some  instances,  for 
referral  to  the  Director  of  the  Bureau  of  East- 
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West  Trade  for  decision.   If  any  agency  objects 
to  the  proposed  course  of  action,  it  is  given 
full  opportunity  to  appeal  to  a  higher  level. 

Secretary  of  Commerce  Morton  is  continuing  the 
policy  of  several  of  his  predecessors  not  to 
approve  any  transaction  so  long  as  any  agency 
has  indicated  an  intention  to  appeal  a  recommended 
course  of  action.   In  some  instances,  an  agency 
will  object,  but  indicate  that,  because  of  the 
marginal  nature  of  the  issue,  the  case  does  not 
warrant  an  appeal.   The  chairman's  recommendation, 
then,  goes  forward  to  the  Director  of  OEA,  as 
mentioned  above.   When  an  agency  objects  and 
appeals  a  recommendation,  the  issue  is  carried 
progressively  higher  until  the  disagreement  is 
resolved.   In  this  process  Departmental  or  agency 
heads  and*,  if  necessary,  the  White  House  may  be 
called  upon  to  address  the  problem. 

Licensing  Considerations 

Involved  in  the  decision  to  approve  or  reject  an 
application  for  a  socialist  destination  are  such 
considerations  as: 

a)  What  is  the  normal  use  in  the  U.S. 
and  elsewhere  in  the  free  world? 

b)  Is  the  item  designed  for  military 
purposes?   Is  the  intrinsic  nature 
of  the  commodity  or  data  such  as 
to  make  it  of  significant  use  to 
the  military?   Is  it  currently  used 
importantly  by  the  military  establish- 
ments in  the  West?   In  the  country  for 
which  it  is  destined? 

c)  If  the  item  has  both  military  and 
civilian  uses,  is  the  intended  end- 
use  peaceful  in  nature? 

d)  Is  the  prospective  foreign  end-user 
engaged  in  peaceful  or  military-oriented 
work? 
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e)  Does  the  item  incorporate  advanced  or  unique 
technology  of  strategic  significance  that  could 

*   be  extracted? 

f)  Is  there  a  shortage  of  the  item  in  the  area  of 
destination  that  affects  the  military  potential? 

g)  Are  comparable  commodities  or  data  available  to 
the  country  of  destination  outside  the  U.S.? 

If  COCOM  controlled,  are  they  available  outside 
the  COCOM  countries? 

h)   Would  significant  economic/commercial  benefits 
flow  to  the  U.S.  from  consumation  of  the  trans- 
action? 

Consultation  with  Industry 

In  developing  information  that  will  permit  us  to  make  the 
proper  decision,  the  Department  consults  extensively  with 
industry.   There  currently  are  seven  government-industry 
technical  advisory  committees,  established  pursuant  to  the 
1972  amendments  to  the  Export  Administration  Act.   In 
addition,  individual  firms  are  consulted  on  technical  matters 
and  foreign  availability  of  commodities  under  licensing 
control.   The  formal  technical  advisory  committees  meet 
regularly  and  have  been  cleared  for  access  to  security 
classified  information  so  that  they  can  be  of  maximum  use 
to  the  Department.   The  industry  members  were  chosen  from 
firms,  large  and  small,  affected  by  our  controls.   The 
industry  members  serve  as  individuals,  not  as  company 
representatives.   They  were  chosen  for  their  technical 
knowledge  and  to  bring  to  the  committees  their  own  expertise. 
Also,  by  their  charters,  the  Committees  serve  strictly  in  an 
advisory  capacity  to  the  Department.   Their  reports  receive 
the  most  serious  consideration,  but  the  final  judgement  on 
the  issues  is  reserved  for  the  government. 
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Application  Processing  Time 


One  other  aspect  of  the  Export  Control  program  deserves 
mention.   Very  few  producers  of  goods  under  control  for 
national  security  reasons  will  dispute  the  statement 
that  there  are  potential  strategic  uses  for  these  items. 
This  means  that  applications  to  export  such  commodities 
to  socialist  destinations  are  scrutinized  very  care- 
fully, as  is  evident  from  the  licensing  procedures 
described  above.   This  often  is  time  consuming,  and 
exporters  frequently  become  understandably  impatient. 
We  are  very  sensitive  to  the  fact  that  a  prolonged 
delay  in  reaching  a  licensing  decision  can  be  a  serious 
competitive  disadvantage  to  a  U.S.  exporter.   Although 
we  strive  to  process  applications  as  rapidly  as 
possible,  those  involving  shipment  to  socialist  destina- 
tions of  high  technology  items  may  present  particular 
policy  problems  that  result  in  extended  delays.   There 
is  an  increased  interest  in  U.S.  firms  in  selling  such 
items  to  the  socialist  countries  and  this  in  turn  has 
resulted  in  a  larger  volume  of  cases  in  this  commodity 
area. 

We  are  addressing  this  problem  of  excessive  processing 
time.   Through  the  application  of  additional  resources, 
more  extensive  use  of  automatic  data  processing,  and 
procedural  innovations,  we  hope  to  avoid  the  lengthy 
delays  that  plague  the  export  community. 

We  are  also  very  conscious  of  the  need  for  us  to  be 
responsive  to  an  applicant's  inquiry  as  to  the  status 
of  his  case  and  of  the  considerations  that  may  lead 
to  denial  of  a  license.   Consistent  with  considera- 
tions of  national  security,  we  try  to  keep  applicants 
informed  and  otherwise  interact  with  them.   Whenever 
an  application  is  in  process  for  90  days,  we  notify 
the  applicant  in  writing  of  the  current  status,  the 
processing  steps  remaining,  any  significant  problems, 
and  the  estimated  time  needed  to  complete  processing. 

In  summary,  the  Department  takes  seriously  its 
responsibility  to  control  exports  to  the  communist 
countries  under  the  guidelines  set  down  by  the 
Export  Administration  Act.   Every  effort  is  made 
to  assure,  in  the  terms  of  the  Act,  that  no  export 
is  permitted  that  would  "make  a  significant  contri- 
bution to  the  military  potential"  of  these  countries 
which  would  "prove  detrimental  to  the  national 
security  of  the  United  States." 
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